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PREFACE 

P ROFESSOR BASTABLE concludes the 
Preface to the third edition of his well- 
known volume on Public Finance with the 
words: “ A better-informed and more reasonable 
public opinion is an essential prerccjuisite of 
financial as of all other reforms in the modern 
State.” 

In many and not unimportant particulars of 
finance there is not yet af^reement even among 
experts as to what is a reasonal)Ie opinion. The 
first ciualification for forming such an opinion 
is a knowledge of the facts. 

This primer is intended for those wlio have 
not previously given any attention to the subject. 
It will fulfil its purpose if it enables them to 
understand the annual Budget speech of the 
Chancellor of the Exchccpier, and if it encourages 
them to read every year a full rei)t)rt of the 
Budget. Those who do so are not unlikely to 
feel a desire for further knowledge, and a note; for 
their assistance is added at the end of the volume. 

H. H. 

July, 1919 . 
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A PRIMER OF 
NATIONAL FINANCE 


I 

INTRODUCTORY 

F inance deals with money matters and 
their management. It may bo Public or 
PrivcUc — Public when it has to do with 
the finance of Government, and Private when it 
refere to that of individuals or groups of persons 
other than Government. Public and Private 
Finance have important effects upon each other, 
but are easily distinguished. What we pay to 
Government, for example, belongs to Public 
Finance. What we do with the rest of our 
money is a question of Private Finance. 

It is well to begin witli this distinction, and 
to keep it always in mind, because It shows us the 
folly of acting as if Government wore a fairy 
godmother, able to endow us with all kinds of 
good gifts without our paying for them. Govern- 
ment can only spend what it takes from us, and 
this is limited by the capacity, and (in a country 
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like ours) by the consent, of the people at large 
to pay taxes. 

Public Finance, in so far as it refers to Govern- 
ments in general and the principles upon which 
good finance is founded, is sometimes described 
as the Science of Finance. The thorough study 
of this science requires a good knowledge of 
economic theory, a sound training in the use of 
statistics, an acquaintance with financial history 
and financial literature, and with so much of law 
and public administration as is necessary to 
understand fiscal legislation and constitutional 
law and practice, specially in their bearing upon 
financial control. The subject is so vast that 
Professor J4ze of Paris is preparing twelve bulky 
volumes upon it. His elementary treatise alone 
consists of over i,ioo large octavo pages. A 
lifetime is required to master the history and 
literature of Finance, the ideas, systems, methods, 
and expedients of the past and pr^nt, the facts 
and figures relating to the revenue, expenditure, 
debt, currency, etc., of our own and other coun- 
tries. All that is attempted in this little book 
is to give Some help to those who wi^ to under- 
stand the main facts of our own finance as it 
now is. 

Even in this limited field we must make a 
further distinction between NaHomi Fimmt, 

. ' I * 
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which relates to the Central or Supreme Govern- 
ment, and Local Finance, which relates to local or 
subordinate governments like County and County 
Borough Councils, Corporations, Urban and Rural 
District Councils, and Parish Councils. We 
shall be concerned mainly with the National 
Finance of the United Kingdom, but shall find it 
necessary to touch briefly upon the general 
principles of finance and upon Local Finance. 

Finance is one of the most important of the 
duties of Government. Government is in our 
country representative of the people, who elect 
the members of the House of Commons. Upon 
this election depends the question what persons 
are to form the Government. A Government 
which does not command the confidence of the 
electors cannot long remain in office, but must 
give place to a new Government which has the 
support of the people. 

It is, therefore, highly desirable that every 
citizen who wishes to do his duty to his country 
should know as much of financial matters as will 
enable him to follow the financial actions or 
proposals of Government, and that when a 
question arises or a discussion takes place as to 
the spending of public money or changes of 
taxation, he should be able to understand what 
it is all about and to cast an intelligent vote upon 
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the subject. Apart from this collective interest 
which we should all feel in the welfare of the 
community, we have a personal and individual 
stake at issue. The Central Government of the 
United Kingdom in the last year before the War 
spent nearly 200 millions, and the local govern" 
ments rather more. Statisticians are agreed that 
in this way the people of the country paid about 
one-sixth of their total income in rates and taxes. 
In other words, they were free to spend ten 
months of their actual incomes, but were called 
upon to hand over the other two months' income 
to be used on their behalf by the constituted 
authorities. It is not suggested that so largo a 
proportion was contributed by all alike. The 
wealthy paid more — ^in some cas^ very much 
more — ^than one-sixth of their income, and the 
poorest members of society paid less; but on the 
average throughout the country the rwult was 
as stated. In return for this contribution very 
useful services were rendered to th* nunni** 




INTRODUCTORY 


5 


You would desire to know what they were doing 
with the money; whether they were spending it 
for purposes of which you disapproved, or, if you 
approved of the purpose, whether they were 
spending more than was necessary to obtain the 
results you desired; whether the same results 
could bo secured at less expense or better results 
at the same expense; and whether they were 
neglecting to lay out money upon necessary or 
urgent services, and practising a false economy 
to your ultimate detriment. Government is the 
steward of the public. A man who does not keep 
an eye upon the financial operations of his steward 
has only tumself to thank if his pocket does not 
suffer from waste, inefficiency, or neglect. And 
every one of us is affected in pocket by National 
Finance. 

The matter is put in a much stronger light if 
we take into account the fact that people have 
to live before they can pay taxes, and that the 
cost of living has first to be met. The total 
income of the country before the War, if divided 
ociually between all the inhabitants, men, women, 
and children, would have been about 33. a day. If 
we allow as. of this for housing, food, clothes, 
fuel, and other necessary expenses, what may be 
called the free income would average only is. a 
head. And if fid. a day, or one-sixth of the total 
income, is paid to Government, this amounts to 
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one-half of our free income. The cost of Govern- 
ment will be much higher after the War, and it 
foUows that unless the total free income of the 
country is increased to a corresponding extent, 
either by increased production or by a lower cost 
of living, the pressure of taxation will be greatly 
intensified. 

Many people appear to think that Finance is 
so dry and difficult, so complicated and technical, 
that they had better not bother their heads about 
it, but leave it, like the command of the Grand 
Fleet, to those whose business it is to understand 
and attend to it. This is a great mistake. 
Ignorance of financial matters does not produce 
indifference, or mean that we leave a free hand 
to Government. On the contrary, while failing 
to keep Government up to the mark in efficiency, 
it seriously hampers its action. Is new taxation 
proposed ? The man in the street sees no harm 
in it so long as it falls upon other people, though 
it may in the long-run recoil upon himself. But as 
soon as it touches his own pocket he finds objec- 
tions and difficulties ; and if the proposal, however 
good in itself, is sufficiently unpopular because 
it is not understood, Government is obliged to 
abandon it. Robespierre, one of the leaders of 
the French Revolution, protested vieorouslv 
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part of humanity) should suffer the humiliation 
of being denied the privilege of contributing its 
share towards the needs of the country. An 
ill-informed electorate is in danger of suffering 
not only this humiliation, but the material loss 
which follows upon a failure to carry out, for 
lack of funds, some measure which would be 
lughly beneficial to the country at large. People 
are generally ready with reasons why they should 
not be called upon to pay more taxes. They will 
§ay that they already pay more than their fair 
share, though they have never studied the 
question of what is fairness in taxation. Or they 
will take refuge in such statements as " Govern- 
ment is wasting a great deal of money. If it 
would only stop this waste it would have enough 
without asking for more. Let it first make a 
good use of what it has got." The assertion may 
or may not be well founded, but it comes with 
an ill grace from those who have no idea how 
much Government spends upon its different 
services, and who would be puzzled to say in 
what direction it should economise. The great 
French writer M, Leroy- Beaulieu says that there 
^re some sciences so lofty and serene that they 
leave in peace those who know nothing about 
them. Finance is not one of this number. 
Neither is it a mere affair of tact and intuitiojn, 
but of severe science and erudition, and has a 
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terrible fashion of avenging itself iipon individuals 
and Governments which ignore or defy it. 

Statesmen and officials have been too much 
accustomed in the past to think of finance as 
a matter merely of pa3dng the Government’s 
way from day to day and from year to year, and 
of raisir^ taxation in such amounts and by such 
methods as will not arouse too much opposition 
among the public or among the supporters of the 
Government. It is now beginning to be seen 
that the real touchstone of good finance is the 
question whether it tends to promote or to in|ure 
the wealth and happiness of the country. The 
wealth must be produced before the financier 
can make use of it, and in a poor country good 
finance can only make the best of a bad job. 
But the richest of countries may be reduced to 
poverty by bad finance Injuring the sources of 
wealth. There are in round numbers 13 millions of 
men who are ParHamentary electors, and to these 
have recently been added about 8^ millions of 
women electors, making a total of aii millions, 
^compared with less than 8 ^ millions a year ago, 
Tbfr need for diffusing an elementary knowWge 
of m finances of the country, and ^und views as 
to the amount and the justice of taxation, was 

»p jpressing as at the present time. Our 

has f<» many years been so small In 
^th our wealth that no great abilitv 
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has been needed to enable the Government to 
pay its way. But the future has in store for us 
problems of a more serious character, and it will 
require all our wisdom and patriotism to find 
the best solution. The better our citizens are 
instructed the easier it will be for Government 
to manage our money matters in the best interest 
of the country. 

If, on the other hand, the great masses of the 
people who have the power to make and unmake 
Governments are so ignorant of finance as to 
press Government to do ever more and more — 
which means increased expense — wliile, at the 
same time, they reject any proposal to increase 
their own share of taxation, the result will sooner 
or later be calamitous, not only to Government 
and to finance, but to the country at large. 

In order to carry on its business Government 
must spend money, or incur Expenditure. To 
meet this necessity it must have an income, or 
Revenue. If the revenue is not sufficient to meet 
the expenditure — ^as usually happens in case o* 
great emergency like a costly war — ^it can only 
make both ends meet by borrowing, or running 
into Debt. We have here three great divisions of 
our subject. Various economic questions arise 
out of these three topics, which wo will examine 
in turn, first pausing to offer some general remarks 
upon financial statistics. 


HNANCIAL STATISTICS 

W HEN we enter into the detaili of 
National Finance we r^iuire the nm 
of StiUisHcs, which may be defined as 
organised figures. The first figures which we 
need in studying the financial position of an in- 
dividual, a company, a corporation, or a Govern- 
ment, are an account of Income and Expendi- 
ture, and a statement of Assets and liabilities. 
Our national accounts show the amounts received 
and paid by Government, and give some informa- 
tion as to its assets and liabilities. But as we 
shall see this is a good deal short of what is 
wanted to comply with the re(|uiremettts of a 
properly constructed balance-sheet. 

The most convenient summary of financial 
statistics for our purpose is the annual Statistical 
Attract for the United Kingdom, It beglita 
with a table of Imperial Revenue and Expenditure 
of the United Kingdom, the word *' Imperial ** 
being used because Local Finance is not included 
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in the figures. Such statistics we shall need 
will be found in an Appendix at the end of this 
volume. 

Our national finance has been so violently 
disturbed by the Great War that the figures 
during the War are wholly abnormal. The 
details of these figures have not been fully 
published, and it will be convenient to select 
for explanation by way of example those of 
the last year before the War. The financial 
year begins on the ist of April, and therefore 
runs into two calendar years. The usual practice 
is to refer to '* the year ending the 31st March, 
1914,“ or “ the financial year 1913-14," but I pro- 
pose throughout to describe the financial year 
by the single date of the year in which it begins 
and in which the greater portion of it falls. 
Instead of 1913-14 , 1 shall therefore say 1913. 

We start, then, with the figures for 1913: 

Revenm, Expenditure, Surplus. 

;^I08, 242,897 3f197.492.969 ;£ 749 . 928 . 

In a later table the aggregate gross liabilities 
of the State are shown as 0o7,654,xio, and the 
estimated assets as £38,279,578, on the 31st of 
March, 1914. 

The first point to be noticed is that the figure 
of Revenue is not the true Income of the year. 
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but is the revenue received into the Exchequer — 
i.e., into the Accounts kept for Government 
under that name at the Bank of England and the 
Bank of Ireland — ^between the opening of the 
Banks on the ist of April, 1913, and their closing 
at 4 p.m. on the 31st of March, 1914. It is 
hardly necessary to explain to anyone who keeps 
a banking account that in any year Income 
proper to the year is one thing and payments into 
the' Bank another, usually very different, thing. 
The Revenue so paid in is not even the actual 
Revenue collected in the year. In his Budget 
speech in 1893 Sir W. Harcourt thought it 
necessary to say: “ I should like to state to the 
Committee what, perhaps, everyone is not fami- 
liar with — ^the distinction between Exch^uer 
Receipts and Net Receipts. The Exchequer 
Receipts are the sums which the Exchequer 
receives in the course of the year, and the Ex- 
chequer may receive some money belonging to 
last year. But if honourable Members wish to 
ascertain the yield of taxes they must take the 
net receipts, and examine what is the actual 
amount of taxation which properly belongs to 
each year." We may supplement this by ex- 
plaining that, as the Revenue Departments col- 
lect their receipts all over the country, a certain 
is occupied in remitting the revenue to 
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headquarters. The Departments pay in their 
revenue to the Exchequer in round sums day 
by day, and the total amount collected by their 
officers during the year is only ascertainable after 
the close of the year, when the accounts of the 
local offices have been examined. The taxe.s 
actually collected within the year include arrears 
of previous years, but from the total or gross 
receipts Is deducted the amount of tax refunded, 
etc., within the year. The balance or net receipt 
necessarily differs somewhat from the payments 
into the Exchequer in the same year. While, 
on the one hand, as Sir W. Harcourt points out, 
the Exchequer receives money belonging to last 
year, it has not yet received all the money be- 
longing to (and actually collected in) the current 
year. If those amounts were nearly eciual, the 
account would not be much affected, but the 
variations in both directions are considerable. 
The revenue is paid in sooner or later, and if there 
is underpayment in some years, there is in other 
years a larger payment to the Exchequer than 
the net receipts for the year. liut these fluctua- 
tions exert a distinctly disturbing effect upon 
comparisons— a short payment of a million in 
one year compensated in the following year 
producing a variation of double its amount when 
we make a comparison between the two years. 
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The term Net Receipts must not mislead us 
into thinking that the cost of collection is tlo- 
ducted from the gross receipts. All that is 
meant is that certain allowances, repayments, 
drawback of duties, etc., are subtracted from 
the gross receipts to arrive at the amount due 
to the Exchequer as net receipts from the taxes. 
The broad principle is that all revenue must be 
paid into the Exchequer and all the cxptmsc 
of Government paid out of the Kxcheqstor, and 
not out of the receipts. There are, however, 
some moneys which form an exception to this 
rule. They are said to be appropriated in aid of 
votes, and are known as Approprialiom in AM. 
Examples are fees paid by suitors; fines and 
costs recovered; fees for admission to Museums, 
Art Galleries, the Tower of London, etc.; fees 
paid for inmates of the Naval College at Osborne, 
of the military colleges at Sandhurst and Wool- 
wich, and of reformatory schools; fees on ad- 
mission to honours and dignities; fees for pass- 
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generally, advertisements in the London and 
Dublin Gazettes, and a great number of miscel- 
laneous items. There are also contributions 
from overseas for repayments to the Army and 
Navy. The amounts so appropriated in aid in 
1913 were — for the Army, £3,724,294; for the 
Navy, £2,086,528; for the Civil Service and 
Revenue Departments, £3,143,245— in all, 
£8,954,067, or in round figures 9 millions. In 
addition to this must be noted the payments made 
by the Woods, Forests, and Land Revenues for 
surveys, repairs, etc., and for costs of collection 
of rent and other revenues. Those amount to 
about £190,000 a year, and are paid out of receipts. 
If all these appropriations had been paid in to 
the Exchequer, the revenue for 1913, instead of 
£198,242,000, would have been £207,386,000. 

The precise nature of an Appropriation in 
Aid may be made clear by an example. If we 
suppose that I have a salary which is received 
monthly, and I pay this into my bank and 
draw cheques against my account in favour of 
various tradesmen, my bank-book reveals my 
income and expenditure to that extent. But if 
I receive various small cheques for literary work 
and change these cheques at my club, using the 
proceeds for petty expenses, my bank account 
will not contain any entry either of the receipt 
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or expenditure of these amounts. I havtj appro- 
priated them in aid of my petty cash; but they 
do not figure in my pass book either as receipts 
into or issues out of my account at the lm.nfc. 

The propriety of intercepting receipts on their 
way to the Exchequer and appropriating them 
to meet expenses has been much discussed. Tiiey 
are mentioned here only to make clear their 
effect upon our financial statistics. 

Yet another disturbing influence in the figures 
showing the receipts as apart from the true 
income of the year is found either in delayed 
clearances or in forostalments of dutiable articles. 
As the end of the year approaches, the returns 
published weekly in the London of 

Exchequer receipts and payments throw before 
them the shadow of a probable surplus or deficit. 
If there is likely to be a substantial surplus and a 
probable reduction of the income tax, experience 
points to the probabUity of a simultaneous 
reduction of duty upon beer or spirits, tea or 
tobacco. In that event merchants delay tli© 
clearance and payment of duty upon new stocks 
until the Budget proposals have been adopted. 
Conversely, any expectation of increased duty 
leads to their taUng as much as possible out of 
the warehouses before the increased duty comes 
into effect. The tone revenue of the year as 
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it would be if based upon consumption is thus 
obscured, and the real figures are best obtained 
by taking an average over a longer period — say 
for three years. It is possible for the authorities 
after the event — and, indeed, in a very short time 
after the event — to put a figure upon the abnormal 
clearances, and to estimate the amount of revenue 
which has been gained or lost to a particular 
year by the precautionary measures of the 
merchants. But unless such a figure happens 
to be mentioned in the Budget statement, it is 
not available, until of late years supplied in 
the Reports of the Revenue Departments which 
appear long after the close of the year. 

Without entering into further detail wo may 
say briefly that some of the revenue proper to 
the year has been used to meet expenses without 
passing into ihe Exchequer account; that some 
of the Exchequer receipts are arrears due in 
former years, but not collected in the proper 
year, or, if collected, not fully paid in; and that 
various sums due to the Exchequer for the year 
are still outstanding. 

We have so far been considering only the 
Revenue receipts, but a good deal of other money 
comes into the Exchequer account. Money is 
borrowed by Government for longer or shorter 
periods, and recoveries are made of money 
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which has been advanced by Government, so 
that the Exchequer really received in 19x3 about 
;^45 m* more than the revenue proper, ami 
on the other side of the account £42 m. was 
issued out of the Exchequer over and above 
the expenditure chargeable against the revenue, 
These "other Exchequer issues” were mainly 
for capital purposes— advances, repayments of 
borrowed monies, Sinking Fund, etc. Expenditure 
is defined as issues out of the Exchequer exclusive 
of expenditure not chargeable against Revenue — 
that is, exclusive of the " other Exchequer 
issues ” to which we have just referred. Here, 
again, we must note that our £197 m., though 
issued from the Exchequer, was not all spent. 
A certain amount of money was in the hands of 
various financial officials who need working 
balances with which to carry on, and some money 
had been paid out to authorities like the Road 
Board and to special accounts not closed at the 
end of the year. In a word, the issues from the 
Exchequer are not the true expenditure of tli© 
year. The account is a cash account, or a receipts 

to repwsOTit a miUlwi. 
Mr. GtodBtone vras accustomed in Ids meDaoranda to vm 
tXL for thousands and iS) for millioni* In 
magnitude of our national finance tiususands ttoiy usuaUy 
be neglected in a general survey. 
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and payments account, and not an income and 
expenditure account. 

A cash account, or even an income and ex- 
penditure account, is evidently incomplete with- 
out a capital account or statement of debt and 
assets outstanding. Our information upon this 
subject is meagre. The Aggregate Gross Lia- 
bilities of the State on the 31st of March, 1914, 
were £707,654,110. The Estimated Assets are 
shown as Suez Canal Shares, estimated market 
value £34,929,000, and Other Assets £3,350,578 
— a total of £38,279,578. We will examine these 
figures in greater detail later. The Exchequer 
Balances at the Banks of England and Ireland 
were £10,434,519 at the end of 1913, and 
£6,329,160 on the 31st of March, 1913. 

The gross capital liabilities are in respect of 
borrowed money, funded and unfunded debt, 
terminable annuities, etc., and do not include 
liabilities to trade creditors, to service pensioners, 
and others. The assets of Government are, of 
course, enormously more valuable than £38 m. 
Some years ago a Member of the House of 
Commons complained of the amount of our 
National Debt. Other countries in Europe had, 
he admitted, larger debts. But he urged that 
th^ had been incurred partly in order to nation- 
ahse radwayt, lay out extensive forests, and con- 
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struct industrial and other works productive 
of Government revenue, and so alleviating the 
debt burden. '' What,” he asked, " have we 
to show for our National Debt ? ” The retort 
was instantly forthcoming: “ We have the 
British Empire to show for it ! ” There is much 
force in this. The outlying parts of the Empire 
are of great direct and indirect material help 
to the people in these islands. But although 
in the War they have nobly assisted us both 
with men and treasure, they do not ordinarily 
contribute directly to our national Excho<per. 
The British Empire is not an asset which can bo 
capitalised in a balance sheet, and we cannot put a 
figure even upon the " goodwill ” which it repre- 
sents to the Mother Country. 

At one of its first meetings, over fifty years 
ago, the International Congress of Statistics, 
composed largely of eminent officials, expressed 
a desire that there should be compiled for each 
country a Tableau de la Fortune de TEtat, or 
Schedule of State Properties. But the aspiration 
has not been fulfilled? The labour in a country 
like ours would be considerable, and the valuation 
would offer many practical difficulties. But 
there’ seems no good reason why we should not 
have some information— even though it be of a 
summary and approximate kind — as to the value 
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of land, buildings, etc., which are the property 
of the nation. The Public Accounts Committee 
has called attention to the fact that there is not 
even a proper inventory, to say nothing of 
valuation, of the articles in our great national 
museums. No figures are available as to the total 
value of ships, stores, machinery, plant, and other 
Government property. The Post Office does 
indeed publish a Capital Account, from wliich 
it appears that in 1914 the property held by the 
Post Office was valued at about ,^14 m. The 
lands, etc., held by the War Department alone 
— camps, barracks, parade, recreation, and 
manoeuvre grounds, artillery and rifle ranges, 
factories, etc. — arc of very great value. The 
Government buildings and their sites in London 
are worth many millions, and even in foreign 
countries we have valuable sites and buildings 
for diplomatic and consular purposes. The 
valuation of such properties as fortifications and 
naval yards would not be an easy matter. But 
as Government pays to local authorities a con- 
tribution of nearly a million and a half annually 
in lieu of rates upon a great deal of national 
property, and as Government itself a-ssesscs those 
properties for that purpose, there is in existence 
a considerable nucleus of information which 
might easily be made available as far as it goes. 
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In 1833 a Return was ordered to be presented 
to the French Chambers shewing the buildings 
belonging to Government and set apart for the 
public service. National palaces and the pro- 
perties of local authorities were not included, 
and many buildings were entered without any 
attempt to set a value on them, or were valued 
at a nominal figure. The schedule contained 
8,778 properties, and the values added up to 
about 536 millions of francs — a ludicrously small 
figure in the circumstances. In 1876 a more 
Serious effort was made in a Table of State 
Properties printed in two large volumes. This 
time properties in the Colonies and In foreign 
countries were Included, but the properties of 
local government, railways, schools, religious 
edifices, national monuments, roads, canals, 
rights of foreshore, riparian rights, and many 
other Government properties, were omitted. 
The result was — (a) Properties affected to the 
public service, 17,899, of the estimated value of 
1,948 millions of francs; (6) properties not affected 
to the public service, 9,098. of the estimated 
value of 1,650 millions. The second category 
consisted mainly of woods and forests and vacant 
lands. Taken together, we have about 3,600 
millions of francs. 

M. Leroy-Beauheu, from whom these figures 
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are quoted, estimated the whole National Domain 
of France in 1906 at 15,000 millions of. francs — 
a figure which he says will be more than doubled 
when — about the middle of this century — the 
railways fall in to the State. Now, 1,200 millions 
sterling is a respectable fortune in State capital. 
What sort of figure would be arrived at by an 
inventory of our own State fortune it is impos- 
sible to say. But we had evidently a great deal 
more than 38 millions of assets to show for our 
National Debt in 1913. 

The point of importance for our present 
purpose is not merely that without a capital 
account for each Department of Government 
we are unable to allow for the Interest which 
forms part of its true cost, but that, be the 
absolute value of State property what it may, 
changes occur in the course of the year in respect 
of certain assets, and that these changes, which 
are not revealed in the accounts, may be mis- 
leading. If a Department starts the year with 
a great accumulation of stores which is seriously 
depleted at the end of the year, the amount paid 
out for new stores is a false guide to the cost 
of its operations. On the other hand, a great 
addition to its stores would inflate its expen^ture 
in the year, but not its expenditure for the service 
of the year. In short, there Is no proper capital 
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account to complete our national balance-sheet 
and to answer the crucial question of the real cost 
of Government. 

A scientific and systematic basis of pubUc 
accounting and the presentation of clear and 
complete financial Statements are essentials of 
good financial administration; and as the pressure 
of taxation increases, as the franchise extends 
and education improves, the public may be 
expected to be more and more interested in the 
large and increasing part of their money which 
is taken from them to be spent by Government. 
Accounts which convey a true and precise im- 
pression not only satisfy curiosity up to a point, 
but stimulate further interest ; and where 
^ financial intelligence is well diffused the problems 
which arise are more easily solved. People who 
are uninformed or whose information is inaccurate 
and confused cannot sympathise with difficulties 
which they fail to understand. In the absence 
of right impressions they are almost certain to 
form wrong ones, and instead of co-operating 
the best solution of financial difficulties 
there is grave danger of their obstructing it, to 
the injury of society and themselves. This is true 
of aU classes, whether they object to necessary 
or, while approving of its purpose, 
its falling upon themselves, or whether 
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they fail to object to it when they ought to do 
so. In his Budget speech of i860 Mr. Gladstone 
said: " It was, I think. Lord Londonderry who 
complained of the people of England as exhibiting 
an ignorant impatience of taxation; but I think 
were he to rise from the dead and again take 
his place in this House, he would be very much 
more likely to describe them as distinguished by 
an ignorant patience of taxation.” It is, how- 
ever, altogether too indiscriminate to regard 
taxation in itself as an evil to be combated or 
a blessing to be welcomed. Whether we do well 
or ill to be impatient depends upon what we arc 
impatient about, and it is here that ignorance 
is to be deplored. The first step to dispel 
ignorance in financial matters is to publish the 
facts and figures in a proper form. They are 
even then liable to be misunderstood and mis- 
used by inexpert persons, but this makes it all 
the more necessary that they should be rendered 
as intelligible as possible, and that they should be 
supplemented by such notes and warnings as will 
safeguard a careful reader against serious pitfalls. 

Tlie Exchequer account includes both current 
and capital expenditure, both current and capital 
receipts. In current expenditure is included 
provision for the purchase of sites and for the 
erection of buildings, unless the amount is so 
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large as to disturb seriously the hnancos of the 
year. In that case an Act is usually passed to 
authorise borrowing. The Land Registry (New 
Buildings) Act, 1900, for example, authorised 
the issue of £265, 000 out of the Consolidated 
Fund, to be raised by terminable annuities for 
such period not exceeding fifty years as the 
Treasury may fix. The cost which figures in the 
course of a year is thus one year’s annuity. 
Similar provision has often been made for Army 
and Navy works, the Post Office telephones 
and railway, and for large schemes of public 
buildings generally. 

Returning for a moment to the Revenue side 
of the Exchequer account, we find Estate Duties, 
which in some cases represent the whole amount 
due in respect of the estate of a deceased person, 
in other cases an annual instalment, where the 
executors have elected to spread the payment 
over nine years, paying interest on the arrears. 
The amount of instalments not yet paid varies 
from year to year. In this, as in the former 
example, the account of receipts and expienditure 
is, as it were, fortuitously put upon a different 
basis from what it would be if the whole expendi- 
ture were brought into account when it occurs 
and the whole duty paid at once. 

The question whetiitr the national accounts 
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should be presented upon a cash basis (Receipts 
and Payments) or upon a basis of " accruals ” 
(Income and Expenditure) has been much debated. 
Those who desire to follow the arguments used 
on both sides may refer to the authorities men- 
tioned in my lectures on National Economy, 
and to the Seventh Report of the Select Committee 
on National Expenditure. Taking our accounts 
as they stand, and admitting such advantages 
of promptitude and facility as are claimed for 
them, it would still seem desirable that they should 
be supplemented at a later date than the closing 
of the present account by some memoranda and 
figures which would give us a closer approach to 
a full and accurate picture of the finance of tlio 
year. The documents presented to Parliament 
in 1913 relative to finance are more than fifty 
in number, and the figures contained in these 
documents are not always in harmony with each 
other or with the Statistical Abstract, although 
the causes for the discrepancy are frequently not 
stated. An important step in reform would be 
the issue once a year of an authoritative balance- 
sheet of the last year, with a memorandum giving 
all the essential information upon both sides 
of the account, with approximate figures when 
exactitude is impossible, as In the estimated 
amount of arrears of taxes. 
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A Statement of public revenue and expenditure 
from the Exchequer account, which was formerly 
published only once a quarter, was ordered by 
Mr. Lowe to be printed weekly in the Lofidon 
Gazette on and from the i6th of February, 1870, 
and this enables the public to follow its banking 
account and to note the state of balances in the 
Exchequer. But it is a long way from this to 
understanding the inwardness of the figures as an 
indication of our financial position. " The mere 
figures of the comparison between one year and 
another,” said Mr. Gladstone in 1863, ” invariably 
require to undergo much careful analysis before 
they can become the basis of sound conclusions,” 
but the material which is essential for such an 
analysis is not supplied. 

If it is difficult to compare the figures of one 
year with those for its predecessor, the difficulty 
is enhanced when the comparison is over a term 
of years. Not only are changes made from time 
to time in the basis and classification of the 
but the value of money may have under- 
gone serious change — a fact to which Mr. Glad- 
himself was not always alive. In his 
speech of 1863 he pointed out that in 
years from 1842 to 1852 the taxable income 
the country had increased by 6 per cent., and 
from 1853 to 3:861 had again 
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increased by 20 per cent. " That,” he said, ” is 
a fact so singular and striking as to seem almost 
incredible. [Sir John Pakington: "Australia!”] 
Australia ! Oh no ! . . . My right hon. friend 
is evidently lost in the depths of heresy.” Now. 
it is a mere matter of history and statistics that, 
as might have been expected from economic 
reasoning, the Australian gold discoveries were 
followed by a serious fall in the value of gold — in 
other words, by a rise of prices. In the ten years 
from 1842 to 1852 the level of prices fell from 
115 to too. From 1852 to i86x it rose by 20 
per cent. A readjustment of values under such 
conditions leaves, of course, many inconuis 
nominally unchanged. Hut the stimulating effect 
upon trade and industry of a steady, continuous 
rise of prices is undoubted. The proiits liable to 
income tax tend to show at least an equivalent 
rise to the range of prices. A nominal increase 
of 20 per cent, in taxable income is in effect 
no real increase at all when prices generally have 
risen by 20 per cent., and the " heresy ” was on 
the side of Mr. (iladstono. 

Financial statistics, like all other statistics, 
need careful and intelligent handling. It is easy 
to compare one figure with another, but wo 
must know what the figures stand for and what 
they mean before we can be sure that we are 
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observing the golden rule of comparing like with 
like. How many persons, for example, ever 
give a thought to the difference in fiscal time 
between one year and another ? To quote again 
from Mr. Gladstone (1861) : " The revenue of 
this country is in the gross about £aoo,ooo a day 
for every paying day in the year; and that part 
of it which depends strictly upon operations from 
day to day may be stated at fully £100,000 a day. 
The year 1860-61 was, for every practical purpose, 
shorter by three da)^ than 185^-60. It was 
shorter in this way: 1859-60 was a leap year, 
which accounts for one day and 1860-61 was in 
the predicament — ^most happy with reference to 
our other interests, but not favourable to the 
interests of the Revenue — of both commencing 
and ending with a Sunday. By means of this 
closing Sunday there was a loss of a clear day’s 
income on the balance-sheet. And the third day 
is accounted for by the circumstance that in the 
course of the year 1860-61 there fell two Good 
Fridays; one of them was at the very close of 
the year, and the effect of it, with the followinf 
Sunday, was to throw some business and some 
payment of duty forward into the account of the 
foUowing year." The deduction of these three 
days, according to Mr. Gladstone, represented 
revmue to the amount of £300,000, for which 
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he made allowance in order to arrive at '* a fair 
and just comparison.” Since r86x we have not 
only a larger daily revenue, but the Easter holiday 
has been very generally extended from Good 
Friday to Easter Tuesday, and the effect of an 
Easter Monday falling on the 31st of March would 
on balance bo considerable. Or again, if the last 
day of the financial year is a Sunday, and pen.sions 
or other periodical payments which would have 
been paid on that date are thrown forward to the 
next financial year, or if there are fifty-three 
days for the payment of weekly wages instead 
of fifty-two, there is a resulting disturbance in 
comparison. And such disturbances do not 
compensate one another. A national balance- 
sheet properly drawn would call attention to such 
points, and enable us to make some allowance 
for them. 

Just before the War an American Commission 
visited this country to study our financial system. 
Their Report, published in 1917, contains a gotni 
deal of praise, but singles out as a serious defect 
the absence of a general consolidated statement 
of audited expenditure of the Government as a 
whole, not only by votes, but by individual 
services, and bringing together all expenditures 
for the same services or purposes if met partly 
from the Consolidated Fund Services and partly 


I 





32 


NATIONAL FINANCE 




ift'V '■ 


, s'/, 

fe-’K' 


V;^,v J'; > 

■ '' • ■ 

■' ■ 

r«.; 'V^ ' 




from the Supply Services. They say this " could 
easily be remedied did Parliament so desire. All 
that would be required would be — (i) The aboli- 
tion of the system of appropriations in aid; 
(2) the removal of the inconsistencies now existing 
in the distribution of charges between the Con- 
solidated Fund Services and the Supply Services; 
and (3) the requirement that the Comptroller and 
Auditor-General, in addition to submitting his 
technical reports on appropriation and other 
accounts, shall prepare and lay before Parliament 
a general report on the audited receipts and 
expenditures of the Government as a whole.” 

The object of this chapter is not to offer 
criticism upon our financial figures, but to warn 
the student against running into errors which 
are often made by those who do not understand 
with what precautions the figures must be read. 
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THE EXPENDITURE OF GOVERNMENT 

T he amount which is spent by Government 
depends upon two factors — what Govern- 
ment does or attempts to do, and how 
it sets about it. The first of these is policy, and 
the second is administration. If no fault cati 
be found either with the wisdom of policy or the 
efficiency of administration, then the expenditure 
is not open to criticism. 

Opinions will always differ as to what Govern- 
ment ought and ought not to do, and what is 
(or even whether there is such a thing as) " the 
proper sphere of Government.” Few people 
will dispute the statement that the object of 
Government is to promote the welfare of the 
people; but in pursuing its object of achieving 
the good of that portion of mankind which is 
wthin its jurisdiction, what are the limits of 
Government activity ? To this question the 
Anarchist replies that Government is an evil, 
and that we should do better without it. Others 
3 33 
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accept it as for the time a necessary evil, to be 
kept within the narrowest limits, and to be 
ultimately stamped out as no longer necessary, 
Herbert Spencer,in hisSocialSiaiics, triumphantly 
asks; "Have we not shown that government is 
essentially immoral ? Does not it exist because 
crime exists, and must government not c«5ase 
when crime ceases, for very lack of objects on 
which to perform its functions ? ” M . Paul J anet , 
in his Histoire de la Science politique, says; " The 
object of government is to prepare men gradually 
for that perfect state of society in which law and 
government itself would become unnecessary.’’ 
And Jules Simon says; " The State ought to 
render itself useless and to prepare for its own 
decease.” 

At the opposite extreme come those who 
desire that the functions of Government should 
be, not minimised, but maximised, and that 
Government should, to begin with, own all the 
land, capital, and productive resources of the 
country. Without entering into discussion of 
these views, we must recognise the fact that the 
advance of civilisation adds to the complexity 
of our needs and to the multiplicity of our desires, 
and that many things which are conducive to 
our health, security, and comfort, can be better 
assured by Government than by indi^ddual effert. 


THE EXPENDITURE OF GOVERNMENT 35 

Communities, like individuals, develop new needs. 
What collective or Government action should be 
undertaken is affected by the existence, the 
consciousness, and the urgency of these needs, 
and must therefore vary from age to age and 
from country to country. Whether it is or is not 
desirable that Government should undertake 
a particular service depends so much upon the 
circumstances, that no absolute principle beyond 
that of expediency can be of practical service to 
us in this respect. Circumstances are always 
changing and policy must adjust itself to new 
conditions from time to time, and have regard to 
the present and prospective wealth of the country. 

When the question has been settled what 
Government is to do — and it can do very little 
without expense — the amount which is spent is 
largely dependent upon the efhciency of adminis- 
tration. In public as in private life money may 
be wasted by setting about the right thing in the 
wrong way. Even if the method be good, its 
execution may be defective. The organisation of 
the public service and of its officials may be im- 
perfect. The agents of Government may be 
incompetent or non-competent, lacking the special 
kind of knowledge or the special qualities needed 
for their particular business. Overlapping, undue 
elaboration, lifeless routine, ignorance, neglect. 
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sometimes even a misguided zeal, arc among 
the causes of waste and extrav,aganc(;. What 
Government can undertake with fair prospects of 
success must depend very much iipon tins fitness 
of its servants. In this and other ways policy and 
administration react upon each other, but, taking 
these as we find them, we will consider the figures 
of Government expenditure in 1913. 

Table C (Appendix) shows the Imperial Ex- 
penditure under its principal head.s, as issued 
from the Exchequer. 

The Consolidated Fund Services are fixed by 
permanent Acts of Parliament, unlike the Supply 
Services which are settled annually by Parlia- 
ment. 

The National Debt services amounted to 
24J m. They are discussed in Chapter V. 

In 1913 no issue was made for the Development 
Fund, but some explanation of this Fund is 
necessary. It was established in 1909 under the 
control of the Treasury, and Development Com- 
missioners were appointed to consider applica- 
tions, made by bodies not trading for profit, for 
money for any purpose calculated to promote the 
economic development of the United Kingdom, 
moneys are provided by Parliament, and arc 
by the Treasury, upon the advice of the 
Commisaoners, mther as a g^t or a loan. In 19x3 
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the Commissioners recommended grants of 
£615,000 and loans of £152,000 for Agriculture 
and Fisheries, Forestry, Land Drainage and 
Reclamation, Rural Transport, Inland Naviga- 
tion, etc. Receipts by way of repayment or 
profit are paid into the Fund, and the amount 
standing to its credit in cash and investments 
on the 31st of March, 1914, was over £2^ m. An 
account of the operations of the Commission is 
presented annually to Parliament. 

The Road Improvement Fund, under a Road 
Board, was also set up in 1909. It received out 
of the Exchequer in 1913 the sum of £1,394,951. 
Of this, £789,703 came from the duties on motor 
spirits, £605,248 from carriage licences. The 
expenditure of the Board was £15,698 for ad“ 
ministration, £16,950 grants for construction of 
new roads, £622,763 grants for improvements of 
roads, and £296,892 loans for improvements of 
roads, or £952,295 in all. The receipts include 
repayments of loan and interest on dividends, 
and the Board had thus improved its balance 
in hand by nearly half a million in the year — an 
example of the difference between Exchequer 
issues and true annual expenditure. The Ex- 
chequer was, moreover, in arrear in payment of 
the net proceeds of motor spirit duty and 
carriage licences. The amount due to the Board 
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in respect of 1913 was £1,434,711, and a sum of 
£107,865 in arrear on 31st of March, 1913, had 
become £147,625 a year later. In other words, 
the Exchequer had still nearly £150,000 to pay 
to the Board. 

Payments to the Local Taxation Account, 
£9,734,128. The figures are discussed in 
Chapter VI. 

The Civil List, now £470,000 a year, is fixed 
by Act of Parliament on the accession of the 
Sovereign, who surrenders his life inter^t in 
Crown lands, which yielded in 1913 £530,000 net, 
in return for a settled annuity. It would, how- 
ever, be a great mistake tp suppose that the whole 
£470,000 is available for His Majesty's private use. 
The charges upon it for salaries, works. Royal 
bounty, etc., leave only £110,000 a year for Their 
Majesties’ Privy Purse. The pensions, salaries, 
etc., charged on the Consolidated Fund are chiefly 
those of persons whose independence is supposed 
to be better secured by withdrawing their salaries 
from the discussions of Parliament year by yemru 
The Speaker, the Comptroller and Auditor-General 
and his Assistant, and the Judges, including 
County Court Judges, are paid in this way. 

The ConsoUdated Fund is nothing more or lea® 
than the amount standing to the credit of Govern- 
ment in the Exchequer Account; and when an 
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Act of Parliament directs that certain charges 
are to be paid out of the Consolidated Fund, this 
means that Government must find and pay the 
money somehow without reference to the state 
* of business in Parliament. Where, on the other 
hand, charges have to be paid out of " moneys 
provided by Parliament,” the House of Commons 
must vote the money out of the Consolidated 
Fund, and the payment cannot be made until 
the money is voted. Parliament has at different 
times granted perpetual or hereditary pensions 
for real or supposed services to the nation. It 
has entered into a bargain with the Sovereign for 
an annual Civil List, and with the holders of the 
National Debt for the payment of their interest, 
and it is thought that nothing is gained by 
bringing such matters, which cannot fairly be 
set aside by one of the parties, under annual 
discussion. 

The grand total for the Consolidated Fund 
Services is £37,322,969. The most economical 
Government has no means of reducing these 
charges — which, owing to the vast debt now 
created, will amount for some time to a great 
part of the annual expenditure — except by the 
extinction of debt as opportunity offers. The 
same thing is to a great extent true of the salaries 
of permanent officials who have vested interests 
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in their appointments. To large amounts of 
expenditure upon contracts, leases, etc.. Govern- 
ment is committed in advance, and cannot go 
back upon them, however much it may deplore 
the original decision to embark upon particular 
enterprises. 

We turn now to the Supply Services, so called 
because they are voted annually in Committee of 
Supply in the House of Commons. We will 
enter into detail in the first item, Army Services, 
as an illustration. 

The Appropriation Accounts made up at the end 
of the year, and audited by the Comptroller and 
Auditor-General, show the total amount expended 
and how it was divided between certain heads. 
The sum issued from the Exchequer for the 
Army amounted to £28,346,000. The actual 
gross expenditure was £32,090,397, met as to 
£3,724,295 by receipts or appropriations in aid, 
leaving a net expenditure of £28,366,102. The 
heads or divisions of net expenditure arc^ — Pay, 
£8457,378; Medical Establishments (including 
Pay, etc.), £446,819; Special Reserve, £687,084; 
Territorial Forces, £2,820,452; Military Education 
(Establishments for), £154,962; Quartering, 
Transport, and Remounts, £1,817,644; Supplies 
and Clothing, £ 4 , 576 , 343 ; Ordnance, £735, 4 W> 
Armaments, Aviation, and Engineering Stores^ 
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;fi,8o9,343: Works and Buildings, ^£2, 435, 164; 
Miscellaneous Effective Services, £62,062; War 
Office, £442,284; Non-effective Pay {i.e. pensions, 
etc.) for Officers, £1,827,752; Ditto for Men, 
£1,950,487; Civil Ditto, £137,464; Balances 
irrecoverable and Claims abandoned, £5,445. 

Before the money for the Army was voted 
an Estimate was laid before Parliament showing 
how much was required under each of these heads. 
The Appropriation Account reproduces these 
figures, shows the amount actually spent under 
each head, and gives an explanation of any 
considerable variation from the estimate. The 
account also states the amount appropriated in 
aid under each of the same heads. For the most 
part, the receipts are payments made by India, 
Egypt, and the overseas parts of the Empire for 
the services of British troops or materials supplied 
by the Army. A similar contribution is made for 
pension charges. Other receipts are derived from 
the sale of properties, cast animals, and articles 
no longer required, grazing rents on remount 
farms, purchases of discharge, stoppages for 
quarters, barrack damages, etc. 

Parliament lays down every year a maximum 
number of men for the Army and the Navy. 
The total authorised for the Army in 1913 was 
185,000. Deducting 3,036 permanent staff of 
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the Territorial establishments, 1,151 for staff and 
departments, and 1,480 for miscellaneous service, 
the authorised regimental establishments were 
179,933. The actual number never amounted 
in the year to 172,000 and was in some months 
below 167,000. 

The Ordnance Factories Department spent 
about £3 m. in the year, but as it sells its products 
to the Army and Navy for such amounts as will 
cover its expenditure, it does not figure separately 
in the account of Exchequer issues. A nominal 
or token Vote is laid before Parliament to give 
an opportunity for discussion, and an account 
of its business is annually presented. Its capital 
in land, buildings, and machinery was valued 
at about £ 2 ^ m., and it had in hand cash, stores, 
and material of the value of over £2 m. on 
31st March, 1914. 

Separate accounts are also presented for the 
Army Clothing Factory, for Military Works out 
of borrowed money, for Chelsea Hospital, for 
the Military Savings Banks, and for the Finances 
of the Territorial Forces. 

The issues for the Navy amounted to 
£48,833,000, the gross expenditure to £50,819,150, 
the appropriations ha aid to £2,086,529, leaving a 
net actual expenditure of £48,732,621. The 
naaximum number of men voted was 146,000. 
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Separate accounts are presented for Dockyard 
Expenses, the Victualling Yard, the Royal Naval 
Torpedo Factory, the Naval Savings Banks, and 
Greenwich Hospital. 

The issues for Civil Services amounted to 
£53,901,000. Tlie gross expenditure was 
£55.005.721, appropriations in aid £2,335,087, 
actual net expenditure £52,670,634. The issues 
for Revenue Departments £29,090,000, gross ex- 
penditure £29,460,754, appropriations in aid 
£808,158, actual net expenditure £28,652,596. 
The two services combined received £82,991,000 
from the Exchequer, but spent only £81,323,230 
of this amount. The apparent expenditure, as 
judged by Exchequer issues, is thus £1,667,770 
greater than the real expenditure for the year. 

Details of all Civil expenditure under 124 votes 
are given in the Appropriation Accounts as already 
described. Tlie total issues for the Supply 
Services amounted to £160,170,000, and this, 
with the Consolidated Fund Services already 
referred to, amounted to a total of £197,492,969 
chargeable against Revenue. But in addition 
to this must be taken into account issues out of 
the Exchequer to meet capital expenditure. 
Though there is no proper capital account of 
Government, there is some attempt, far from 
logical or complete, to treat certain capital 
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expenditure specially. The amount is advanced 
out of the Exchequer as required, and is repaid 
by annual instalments spread over a number of 
years, the amounts being repaid in most cases 
by Votes of Parliament. It is hardly neces- 
sary to point out that in a properly drawn 
balance-sheet of the year's finance the effect 
of these capital operations would be clearly 
brought out. The total issues to meet capital 
expenditure were £4,220,749, exclusive of 
£380,000 worth of Exchequer Bonds issued to 
the National Telephone Company in part payment 
of the purchase money of their undertaking. 

The expenditure for Civil Services is divided 
into a number of classes or blocks in the accounts. 
The classification is amended year by year by 
transfer of items from one class to another, and, 
as the amounts are sometimes considerable, 
there are serious pitfalls in comparing the classes 
from year to year. Within each class come 
numerous Votes for separate Services or Depart- 
ments. And the detailed expenditure under 
each Vote and its subdivisions is set out in the 
Appropriation Accounts, which are audited and 
reported upon by the Comptroller and Auditor- 
General, whose report is referred by the House 
of Commons to a Public Accounts Cotmnitisc 
which calls before it and questions witnesses 
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from the Departments concerned as to any 
matters which arise out of the accounts where 
irregularity or waste is suspected. 

The checks upon expenditure are numerous. 
The Treasury must approve the Estimate pre- 
sented in detail to Parliament, and no increase of 
numbers or alteration of pay is valid without 
Treasury approval. Parliament must sanction 
the expenditure proposed in the Estimates before 
it can be incurred. The Auditor-General will 
question any payment unless it is duly authorised, 
is supported by proof of payment, and is charged 
to its proper head in the Accounts. Finally, 
the Public Accounts Committee, with the 
Auditor's Report before it, will follow up any 
question he has raised, or will raise one of its 
own, in the effort to discover any improper ex- 
penditure, though it is restricted from questioning 
matters of policy which do not arise out of the 
Accounts. The primary and ultimate responsi- 
bility for spending the country’s money in such 
a way that full value is received for it rests upon 
the authorities of each Department. But every- 
body knows that all these precautions fall short 
of securing the desired result. It is sufficient for 
a small body of Members of Parliament, who are 
not experts in the matter, to be formed into a 
Committee to inquire into expenditure, and for 
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them to scratch the surface, to discover irre- 
gularities of substance as distinct from the 
irregularities of form which are the primary 
concern of audit. 

The Select Committee on National Expenditure 
in its Seventh Report (Form of Public Accounts), 
H.C. 98/18, points out that "the total cost of 
the Services for which they provide is not included 
either in Estimates or Accounts." " Except in 
the few cases where Departments compile manu- 
facturing or commercial accounts, no Department 
can render an account of its expenditure, because 
no Department fully knows it. Its buildings, 
stationery, rates, pensions, postal, telegraph, and 
telephone expenses, are all finally recorded as 
matters of account in the accounts of the Depart- 
ments administering those Services." A rough 
estimate is made every year of the amounts 
which are expected to be paid for services rendered 
to another Department, but except for this 
guess, and for some tables in the Appropriation 
Accounts, we are very much in the dark. 

The published figures of Government expendi- 
ture show us how much money has been issued 
and under what heads. The accounts of the 
various Departments show how much has been 
paid out for salaries, for travelling, for stores, etc. 
But the question whether the money has been 
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well spent cannot be answered from these details. 
The Select Committee concludes that the present 
form of Accounts and Estimates is "non-signi- 
ficant ” and of little value for purposes of control. 
It is proposed that the Estimates and Accounts 
should, in future, be prepared on an income and 
expenditure basis, and that a beginning should 
be made forthwith with a new form of Army 
Estimates. The object aimed at is to show the 
actual cost of each Service, which, as we have 
seen, is not the same thing as its actual cash 
outlay, but will include the value of services 
rendered and stores utilised. Statistics will be 
prepared in greater detail of the cost of various 
divisions of Services, and, where possible, this will 
be reduced to a cost per unit. For example, the 
Royal Military Academy at Woolwich costs so 
much, has so many cadets, and the cost per 
cadet will be worked out, making it possible to 
compare the cost per unit one year with another, 
to compare the cost per cadet at Woolwich and 
at Sandhurst, etc. Similarly, the cost of the 
Hospital Service will be worked out at so jpuch 
per day for occupied bed. Such statistics, in- 
telligently handled, will enable useful comparisons 
to be made between one hospital and another 
and between Army and Navy or civilian hospitals. 
TMs change marks an important step forward 
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in scientific administration, and has in it the 
germs of great reform. A more striking example 
of the uses and, indeed, the necessity of statistics 
as applied to public affairs could hardly be pro- 
vided. 

In stud3dng the figures of national income, 
national expenditure, and national trade, ac- 
count must be taken of alterations in the value 
of money as measured by the movements of prices. 
The purchasing power of the pound sterling 
varies considerably year by year, and sometimes 
month by month. The Japanese Government 
issues tables of trade and finance which contain 
much interesting information, the value of whicli 
is enhanced by an index number showing the 
movement of prices. If, for example, the value 
of certain exports has doubled since the outbreak 
of war, and if we see at once that prices have 
also doubled, we realise that the quantities 
exported have r^ained about the same, and so 
avoid a dangerous error. The index number of 
the Economist before the War was at the end of 
July, 1914, ii6-6, taking as the basis the average 
prices of 1901-1905 as 100. In other words, 
prices had increased (prices of principal com- 
modities wholesale) by one-sixth above the 
average of the first five years of the century. 
The index number at the end of August, 1918, 
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was 284-8 — ^roughly speaking, two and a half times 
as high as before the War. In other words, a 
sovereign would then purchase only as much in the 
wholesale market as 8s. before the War. But 
even in peace time the movements of general prices 
must always be watched side by side with the 
movements of expenditure. The Consolidated 
Fund Services are very little affected, as the 
debt charge remains unaltered, and fixed salaries 
and pensions, the Civil List charges, and similar 
items, remain the same. Even in the Supply 
Services the pay of the naval and military forces 
and the Civil Services is not always supplemented 
by such a peace bonus as will meet a fall in the 
value of money. But where materials are 
concerned for building and arming ships, for 
machinery and stores, stationery, etc., an in- 
crease in prices must always bo kept in mind. 
To take a simple example, assume that I spent 
£3 a year on stationery before the War and now 
spend £ 6 . My expenditure on stationery is 
doubled. But assuming, further, that I use the 
same kind and quality of stationery, we must not 
conclude that I have used twice as much. If, 
in fact, the price has tripled, so that I now pay 
£6 for what would only have cost £2 before the 
War, I have actually diminished my consumption, 
which used to be half as much again in quantity 
4 
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as it is now. Such allowances have seldom been 
made by critics of Government expenditure. 
It has moreover been too usual to regard the 
quantity of expenditure rather than its quality. 
The question. What are you getting for yomr 
expenditure ? is one which goes to the very 
roots of efficiency in public finance, and the 
answer to it is one which demands a much 
greater use of the statistical faculty than any- 
thing to which we have yet approached. 

Parliament has attempted to control the 
national expenditure by a series of steps — ^by 
limiting the grant to the Crown; by sotting up 
an Exchequer control, requiring authority before 
the grants were paid out; by earmarking the 
grants to specific purposes; by instituting an 
audit to ensure that the grants were applied to 
their proper objects and were not exceeded; 
by entrusting the Public Accounts Committee 
with the duty of scrutinising the accounts and 
the report of the auditor upon them; and has 
tried the experiment of an Estimate Committee 
to consider the demands of Departments before 
the Estimates were voted. It is now proposed to 
apply the principles of cost-accounting to the 
Estimates so as .to bring out the amount re- 
quired per \mit of service. Apart from all tliis, 
there are questions and debates in Parliament, 
and the efforts of the Treasury and of the Depart- 
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ments themselves to secure economy, and from 
time to time Parliament inquires into the details 
of some section of the public service by means of 
a Committee. But the control of expenditure 
wxU never be effective and complete until we have 
what is called an Efficiency Audit, which looks 
at results obtained and discovers when they 
were an unsatisfactory return for the money 
which has been spent. Such an inquiry, con- 
ducted by permanent experts who devote their 
whole energies to the work, should provide Par- 
liament and the country with full and authentic 
information upon the merits of expenditure, as 
distinct from its legal and formal propriety. 
Deahng with the past and going upon accom- 
plished facts and settled figures, it would put its 
finger upon waste and mismanagement, would 
enable safeguards to be taken against their 
recurrence, and would have a bracing and tonic 
effect upon public administration generally. Oc- 
casional, limited, and amateur inquiries into 
particular Services at particular times cannot 
be so effective as a permanent, continuous, inde- 
pendent, and all-embracing expert inquiry. Such 
a searchlight would not interfere with the opera- 
tions of I^partments, but it would reveal facts 
upon which Parliament and the proper authorities 
could take such action as might be required to 
secure value for the expenditure of Government. 
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I T is sometimes said that the difference be- 
tween private and public finance is that 
the individual must regulate his expenses 
by his income, but that Government has to 
adjust its revenue to its expenditure. This 
supposes that Government first decides how 
much it will spend, and then casts about for 
ways and means to make both ends meet. That 
this is not necessarily the case is seen from the 
experience of the United States. The revenue 
derived from its Customs tariff and other sources 
was for many years before the War sufficiently 
large to meet any probable expenditure, and 
was sometimes so much in excess as to cause 
embarrassment. The programme of expenditure 
was settled without any detailed reference to or 
correlation with the probable revenue, and was 
in no way adjusted to it except in so far as a 
sense of proportion restrained Congress from 
launching out into expenditure on such a scale 

5 * 
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as would have necessitated increasing the revenue. 
But even in our own country the expenditure 
is always limited to a great extent by similar 
considerations. The wealth of a country is 
limited; the amount of that wealth available 
for taxation is still more limited; and an eye must 
always be kept upon the point at which the 
inconvenience of increased taxation will outweigh 
the advantages of increased expenditure. 

We will now examine the figures of revenue 
in 1913 (Appendix, B). First in order comes 
the Customs, which yielded to the Exchequer 
£ 35 . 450 i 00 O- The amount collected (net receipts) 
was£35,568,58i. Excise contributed ;^39,590,ooo. 
Net receipts were £39,657,957. Customs duties 
are levied upon dutiable articles brought into or 
sent out of the country. The export duty on 
co^d, repealed in 1907, was a Customs duty. 
Excise is collected from certain dutiable articles 
produced and consumed at home. Both sets 
of duties are under the management of one Board, 
the Commissioners of Customs and Excise, from 
whose Report the figures given on p. 54 are 
compiled. 
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Nbt Receipts of Customs Dctv for the Financial 
Year Beginning April the ist, 1013. 


31,643 

Cocoa . . . . . . . . 341,489 

Coffee and chicory . . . . 220,352 

Dried fruit 513,601 

Rum . . . . 3,585,691 

Brandy .. 1,183,830 

Total potable spirit . . . . 4,435,500 

Sugar 3,272,044 

Tea 6,498,816 

Tobacco 18,263,479 

Wine 1,152,291 

Motor spirit 823,623 

Other articles 15.743 

35-568,581 

The duty ou cigars amounted to £457,315 
(included in tobacco). 

Net Receipts of Excise Duty for the Financial 
Year Beginning April the ist, 1013. 


Beer 

Spirits 

Railway duty 
Glucose and sacclmrin 
Patent medicines . . 

Playing-cards 

Liquor Uceuces (including club duty 
and monopoly values) . , 

Other licences 

Other receipts . , * , 
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Motor-car licences yielded £674,174 of the 
above. Liquor licences do not include the yield 
(over £400,000) of brewers’ licences, which are 
included under the head of Beer. 

Taking Customs and Excise together, it will be 
seen that alcoholic drink produced nearly 43 J m., 
tobacco i8i m., tea, coffee, and cocoa over 7 m., 
sugar 3i m. — in all 72 out of 75 m. 

When an article liable to Customs duty is 
imported and the duty has been paid, it is said 
to be “ cleared,” and passes out of the Customs 
control. But large quantities of imports get no 
further than the docks, whence they are shipped 
again to foreign countries. Arrangements arc 
made under which such articles may, under 
Customs supervision, be deposited in a Bonded 
Warehouse, the owners entering into a bond to 
pay the Customs duties upon the goods if they 
pass into internal consumption. No duty is 
paid if the articles are re-exported from the 
bonded warehouse. Or, again, an article which 
has paid duty may be exported either in its 
original form or after it has been worked up, 
and in such cases a Drawback or repayment in 
respect of the duty received may be allowed. 
Finally, we must note that certain allowances 
are made in respect of bonded articles to com- 
pensate for loss of quantity while they are in 


50 


NATIONAL FINANCE 


bond — e.g., for evaporation of spirits, leakages, 
bottling of wines and spirits, the roasting of 
coffee, the mixing of tea, etc. The quantities 
imported differ from " the quantities which are 
retained for home consumption,” partly because 
of re-exports and partly because of this loss in 
bond. 

The quantities (ooo’s omitted) retained for 
home consumption in the calendar year 1913, 
and the average consumption per head of popu- 
lation, were as follows: 

Beer 

Cocoa , . 

Coffee and chicory 
Currants 
Raisins . . 

Rum 

Brandy 

Total potable spirit im- 
ported 

Spirits home made 
Sugar . . 

Molasses and glucose , 

Tea 

Tobacco .. 

Wine 


34,988 barrels, 
7^,273 lb. 

319 cwt, 

1,243 cwt. 

725 cwt. 

3,320 proof gall. 
1,504 proof gall. 

5,629 proof gall. 
26,163 pi’oof gall 
33,918 cwt. 

3,943 cwt. 
3^54^9 lb. 

96,110 lb. 

11,367 gall 


Fw h$ai, 
or 27*36 gall 
,, 1*7016. 

„ 0*78 lb. 

„ 3*03 lb. 

,, 1*76 lb. 

,, 0*07 gall 
,, 0*03 gall 

M 0*12 gall 
M 0*57 gall 
,,82*52 lb. 

„ 9*bo ib. 

M 6-64 lb. 

„ 2*09 lb. 

„ 0*25 gall 


Figures of consumption ” per head of popu- 
lation ” are not of much absolute significance in 
the case of alcohol and tobacco, of which the 
consumption is mainly confined to adult males. 
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but, assuming the age-distribution and the habits 
of consumption to remain the same, they are 
serviceable for comparisons. 

The Customs tariff begins with the words: 
" Beer of the descriptions called Mum, Spruce 
or Black Beer, and Berlin White Beer, and other 
preparations, whether fermented or not fermented, 
of a character similar to Mum, Spruce, or Black 
Beer,” etc. — a typical example of the jargon 
which disfigures our legislation. Mr. Gladstone 
once asked the Revenue authorities what Mum 
is, but they were unable to discover. Some 
statutory distinction is needed between herb 
beers, ginger-beer, and other so-called beers, 
and those which are of sufficient alcoholic 
strength to come within the duty, but it does 
not appear that any useful purpose is served 
by the perpetuation of an enumeration not 
understood even by the Revenue officers. 

The beer which pays Customs duty is, of 
course, imported or foreign beer, and the amount 
collected is very small compared with the yield 
of Excise on home-made beer. The taxation of 
chicory would not by itself be worth while, but 
for the fact that it is frequently mixed with 
coffee. The revenue from cocoa and coffee 
could not be abandoned without seriously affec- 
ting the revenue from tea, which is much more 
considerable. When one article is a substitute 
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for another, or what economists call a "rival 
commodity," a tax upon one necessitates, for 
obvious reasons, a tax upon the other. The 
taxation of sugar, therefore, leads to the taxation 
of molasses, glucose, and saccharin. 

A curious feature in the revenue from dried 
fruits is that apricots, if dried, crystallised, or 
glacA are charged as plums; but if imported 
in pulp or tinned or bottled in syrup or water, 
are charged as sugar In respect of the fruit, 
while the syrup is charged with its proper duty 
unless the merchant chooses to pay duty on 
the whole weight at the fruit rate. All other 
dutiable fruit in syrup or water is charged the 
fruit duty on its weight of fruit without squeezing 
out the syrup or water, and the syrup is s^ar- 
ately charged. The merchant may, if he chooses, 
pay on the whole weight at the fruit rate. It 
follows that apricots alone of all fruits may be 
charged as sugar, while some syrup is charged, not 
as sugar, but as fruit. The net effect upon the 
true figures is not stated, but is probably incon- 
siderable. Railway duty has steadily diminished, 
about 19 per cent, in the ten years 1903 to 1913, 
owing mainly to the gradual abolition of second- 
class fares, the duty applying only to passenger 
fares exceeding one penny per mile. It does not 
extend to Ireland. The rate of duty is 2 per cent. 
<on urban traffic and 5 per cent, on other traffic. 
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The " Other Licences ” are for appraisers and 
house agents, auctioneers, hawkers, makers or 
vendors of patent medicines, motor-spirit dealers, 
pawnbrokers, plate-dealers, keepers of refresh- 
ment houses, tobacco manufacturers and dealers; 
the So-called Establishment Licences for male ser- 
vants, motor carriages and cars, Hackney car- 
riages (including motors), and armorial bearings; 
gun licences, game licences, game dealers, and 
dogs. The total amount paid by the public in 
respect of these " Other Licences ” was nearly 
3 millions; but, as we shall see in Chapter VT., the 
proceeds were largely devoted to Local Finance. 
(See also Appendix, Table C, note, p. 154.) 

Estate duties, Exchequer receipts, £27,359,000 
(net receipts £27,165,123). Details are given in 
the Report of the Commissioners of Inland 
Revenue. In round figures 2i| m. were received 
from Estate duty, 4^ m. from Legacy duty, and 
£900,000 from Succession duty. As Corpora- 
tions never die, a duty of 5 per cent, is levied 
yearly on the net annual value, income, or 
profits, of all their real or personal property 
liable to duty. The amount produced in 1913 
was a little over £59,000. 

The gross capital of which the Commissioners 
had notice in 1913 as passing at death amounted 
fo £327,701,824 gross and (after deduction of 
debts, etc.) £296,432,158 net. In addition, are 
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estates exempt from duty as not exceeding 
£xoo net value, amounting to £1,768,928. Of 
the Estate duty, 18^ m. were in respect of 
personal and 3 m. of real property. The capital 
paying Succession duty was about 29 m. 

Stamps (exclusive of Fee and Patent stamps) 
paid into the Exchequer, £9,966,000. The net 
receipts were £9,983,363, made up as follows 
(ooo’s omitted); 

£ 

Deeds, bonds, contract notes (above id. duty) 

Foreign certificates and share warrants , . 5,603 

Companies’ capital duty and loan capital duty 736 

Bills of exchange, bankers’ notes, and compo- 
tion for duty on bills and notes . . . . 1,160 

Life and marine insurances . . . , . . 300 

Receipts, drafts, and other penny stamps . . 2,016 

Licences and certificates . , 175 

9.983 

The net receipts from Land Tax were £690,007. 
£700,000 was paid into the Exchequer. The 
tax does not extend to Ireland. The aggregate 
of the unredeemed Quotas, or annual liabilities, 
to Land Tax on the 25th of March, 1914, was 
£929,208. Remissions are made annually to 
owners with small incomes, and £2,273 was 
written off as being charged on Government 
property. 


Inhabited House duty : Net receipts, £1,994,400 : 
payment into the Exchequer, £2,000,000. 
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Property and Income Tax: Payment to 
Exchequer, ;^47, 249,000; net receipts, £47, 240, 771. 
(ooo's omitted.) 

Schedule A. Ownership of lands, houses, etc. . . 10,304 

Schedule B. Occupations of lands, etc. (mainly 

farmers' profits) 214 

Schedule C. Profits from British, Indian, 

Colonial and Foreign Government securities 2,867 
Schedule D. Business, professions, and employ- 
ments except E . . . . . . . . 27,293 

Schedule E. Salaries of Government, Corpora- 
tion, and public company officials . , 3*223 

Super Tax 3,339 

;£ 47,240 

The total gross income brought under review 
was in 1913 £1,111,456,413. Allowing for ex- 
emptions for income under £160, charities, 
hospitals, friendly societies, etc., foreign dividends 
belonging to foreign residents, allowances for 
repairs to lands and houses, empty property, 
wear and tear of machinery or plant, and other 
reductions, the taxable income was £907,151,813. 
From this were abated £133,195,066 under the 
graduated scale, £12,518,938 on life insurance 
premiums, and £5,860,262 relief in respect of 
children. The total income on which tax was 
received was therefore £755,577,547* 

I,and Value Duties: £715,000 paid into the 
Exchequer; net receipts, £734,893, of which (ooo's 
omitted) — 
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Increiaent Value Duty 
Reversion Duty 
Undeveloped wnd Duty 
Mineral Rights Duty 


The Postal Service contribution to the Ex- 
chequer, £20,300,000, compares with net receipts 
of £21,220,105. The Telegraph Service Exchequer 
payment, £3,100,000; net receipts, £3,071,170. 

TelephoneServiceExchequerpayment, £5,775, 000; 
net receipts, £6,563,316. 

Crown Lands (net receipts) : £530,000 paid to 
Exchequer ; gross receipts, £730,319. Amount duo 
to Exchequer after deducting expenses (see p. 13), 
£543.658. 

Receipts from Suez Canal Shares and Sundry 
Loans, £i, 579 . 972 , is made up as foUows (ooo's 
omitted) : 

Suez Canal shares dividends . . . . . . 1,246 

Cunard Steamship Company, interest on 

advances 

;^eekLoan, 1832, repayment' . ** I* H 

Hji gmnt in aid, furtner in part repayment . * 5 

Gma Coast, repayment of advances . * , ^ 

Libenan Government * 

Persian Loan repayment . „ , . , * * . 10 

Northern Nigeria repayment .. 20 

Uganda Railway repayment 1 2 

&itish East African Protectorate, interest 1 ! it 

Nyasaland, interest , 
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The Miscellaneous Revenue paid into the 
Exchequer was £1,078,000 from Fee and Patent 
stamps and £i,225,g2S receipts by Civil Depart- 
ments, etc. 

The net receipts for Fee and Patent stamps 
were 1^1,084,203. The great bulk of the stamps 
is for legal business, but over ^^100,000 was 
received for company registration and over 
;f6o,ooo for district audit. The Patent stamps 
yielded £335.349- 

The Miscellaneous Revenue received in cash 
comprised £800,675 from the Mint, being the 
excess of its receipts over and above the amount 
appropriated to meet its expenses for the year; 
£187,047 paid by the Bank of England mainly 
out of profits of its note issue; interest on deposit 
funds invested by the Paymaster-General, 
£12,610; £15,000 in respect of escheated estates; 
and various small sums received by public 
Departments and not appropriated in aid. 

The grand total of Exchequer Revenue is 
thus £198,242,897. Of this. Customs and Excise 
account for £75 millions; Income Tax, Estate 
Duty, Taxes on land and houses, and stamps 
(excluding Fee and Patent stamps), for £88 m. 
Fee and Patent stamps another million; Posts, 
Telegraphs, and Telephones, £32 m. ; Crown Lands 
half a million; Suez Canal Shares over a million; 
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the Mint and the Bank of England another 
million. The division in the accounts is intended 
to suggest that only £163 m. is in the nature of 
taxation, the remaining £35^ m. consisting chiefly 
of special payments by the public for special 
services (Posts, Telegraphs, Telephones, Crown 
Lands, etc.), sometimes described in Government 
Returns as “ non-tax revenue.” 

A caution must again be given here against 
extracting figures from a work of reference, even 
though it be so good and authoritative as the 
Statistical Abstract, and using them as a basis of 
deduction, and especially for comparisons, with- 
out first understanding how the figures are arrived 
at and what they really mean. The Reports of 
the Revenue authorities contain much excellent 
statistical material and sometimes illuminating 
comment for which we should look elsewhere in 
vain. Thus we learn, for example, that in com- 
paring the Customs and Excise revenue for 1913 
with that of the year before we must make 
allowance for abnormal features accounting for 
£3im. The great national coal strike in the 
spring of 1912 checked the consumption of the 
chief dutiable articles, and the revenue of 1913 
further suffered by postponed clearances of 
tea, sugar, and tobacco at the end of that year. 
On the other hand, the revenue of 1913 profited 
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not only by this postponement, which was made 
good when the Budget was announced, but by 
forestalments or abnormal clearances at the end 
of 1913 in anticipation of increased taxation, 
especially on alcoholic drinks. In this way the 
revenue of 1913 included some of the revenue 
on articles which would normally have paid 
duty in 1912 and in 1914. The figures given 
are— Spirits, £x,z()7,ooo-. Beer, 428, 000; Wine, 
£42,000; Tea, £347,000; Sugar, £220,000; and 
Tobacco, £1,010,000. If revenue from consump- 
tion were taken it would be more nearly uniform. 
The revenue paid differed considerably from the 
true revenue belonging to each year. A hot 
and dry summer in 1913 stimulated, as usual, 
the consumption of beer; a cold and wet winter 
stimulates the consumption of spirits. 

We have already seen that the expenditure 
is elaborately accounted for. First we are told 
how much is required for each service, and, so 
far as the Supply Services are concerned, how 
much is estimated or forecast as the probable 
expenditure for each Department under a number 
of subdivisions. The accounts show the actual 
expenditure in the same detail, with explanations 
. of differences between the estimated and the 
actual expenditure. We have notliing com- 
parable to this in regard to revenue. In many 
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countries the Budget figures of revenue are 
stated in detail, and not merely in bulk, and at 
the end of the year it is possible to see where 
the revenue has exceeded or fallen short of the 
forecast, and to learn the reason why the yield 
of revenue was not in accordance with expecta- 
tion. 

Taking merely the instances mentioned above, 
a report upon the Finance of 1913 would show 
that the Exchequer issues differed considerably 
from the real expenditure, as in the case of the 
Road Board, to which nearly £1,200,000 was 
issued, though it spent less than half this amount 
and lent a sum of less than £300,000. The 
Exchequer receipts from the three great Revenue 
Departments were £2m. less than the net 
receipts. How far the assets of Government 
were increased by the purchase of lands, build- 
ings, increased stores, etc., out of revenue, or 
decreased by sales treated as revenue, etc., and 
the figures of income tax, death duties, etc., in 
arrear at the beginning and end of the year, 
would be stated, with other information which 
is essential to an understanding of the true 
change in our financial position. 

It has been seen that the great bulk of our 
revenue is derived from taxation. We cannot 
hem enter into discussion of what are called the 
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principles of taxation. The revenue must be 
sufficient, but it is of the highest importance that 
it should be raised by methods which are not 
injurious to the ultimate interests of the country 
and that the amount to be raised should be 
fairly adjusted as between diherent classes of 
taxpayers. It is now generally agreed that 
fairness requires a larger proportion of their 
incomes to be taken from the richer than from 
the poorer classes. If Government required 20 
per cent, of the national income and taxed every- 
body at that rate, it is evident that the man 
earning 30s. a week would be harder hit than the 
man whose income is ^^30 a week, who could 
spare £6 a week much more easily than the 
labourer could spare 6s. Admitting this principle 
it can only be carried out satisfactorily if we 
have trustworthy information as to the amount 
of, and the distribution of, the wealth of the 
country. Until we know how many people fall 
into each group in the scale of wealth, and how 
much is contributed by each group in the taxa- 
tion, we can only grope after an approach to 
justice. What is called direct taxaiion, like the 
income tax, is paid once for all by the person 
from whom it is collected, and the tax is not 
passed on to another person. Indirect taxation, 
like the Customs duties on tea and tobacco, is 
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first paid by the importer, but is passed on by 
him to the merchant who buys from him, and 
so on from one dealer to another until we come 
to the final purchaser. Even here a question 
arises whether the duty on, for example, the tea, 
sugar, and beer which their employers supply to 
domestic servants is borne by these servants or 
by their masters. And some of the problems 
of the effects of taxation, usually called its 
incidence, are of the greatest difficulty, depending 
largely, as they do, upon questions of fact not 
easily ascertained as to the bargaining powers of 
the parties to take advantage of any rise or fall 
in the taxes. As indirect taxes cannot be 
graduated with reference to the wealth of the 
taxpayer, it follows that taxes upon articles of 
general consumption like tea, tobacco, sugar, and 
beer, press more severely upon the less wealthy 
sections of the community. 

Before the War the German Empire, like the 
United States, relied mainly upon Customs 
duties for its revenue. Some German economists 
and politicians not only denounced tliis arrange- 
ment because of its effect upon the prices of 
articles of general consumption, but went so far 
as to assert that since Government was the 
greatest purchaser of stores of all kind, and 
since the increased cost of living necessitated 
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higher wages and salaries to the army of officials, 
the Government really derived no financial 
benefit from the Customs tariff, the expenditure 
of Government being increased, as they main- 
tain^, by at least the amount of the Customs 
revenue. 



The supporters of indirect taxation, apart 
from those who desire it as a protection of native 
industry, point out that so long as large numbers 
of people are exempt from income tax and con- 
tribute little or nothing to death duties, it is 
only by indirect taxation that some assistance 
to the cost of Government is derived from them. 


It is also claimed that such taxes are optional 
in the sense that people who do not choose to 
smoke tobacco or drink alcohol escape taxation 
upon these articles. Some writers urge that 
indirect taxation is of a relatively painless 
character, the tax being concealed in the price 
of the article. Others insist that this is a 


condemnation of the tax; that taxation ought 
to be open and evident, and that the taxpayer 
should realise the fact and the amount of taxation 


when he pays it. The ultimate effect of privation 
is the same in either case. It is also objected 
that indirect taxation takes more out of the 


pocket of the consumer than finds its way into 
the Exchequer, seeing that each dealer adds 
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some percentage of profit to what he pays for l| 
an article, and the original tax charge grows with 
each transaction of purchase and sale. A change 
in the income tax is less disturbing both to 
the operations of trade and commerce and to the 
cost of collection than a change in indirect taxa- 
tion, and, finally, indirect taxation adds to the 
difficulties of ascertaining and adjusting the 
effects of taxation upon different classes. The 
administrative difficulties attendant upon the 
collection of income tax from people of small 
incomes appear less serious since the National 
Insurance scheme of collection by stamps affixed 
by the employer has come into operation. 

Direct taxation is not without its critics, and 
the income tax is roundly abused for its lack of 
simplicity, the irritation and waste of time which 
results from controversy over its application, and 
from numbers of anomalies and unfair features. 

The Income Tax Act of 1918, a consolidation of 
existing law and practice, extends to 190 pages. 

An expert lawyer, financier, and accountant 
would be needed to understand it. A Royal 
Commission is now sitting to consider the income 
tax in aU its aspects, and to report what reforms 
are desirable. 


It was for a long time, and until recent years, 
a superstition of Britibh finance that the yield 



THE REVENUE OF GOVERNMENT 71 

of direct and indirect taxation should be approxi- 
mately equal, and a raising or lowering of the one 
was accompanied by a corresponding movement 
of the other. The following figures have been 
given to Parliament on behalf of Government; 
In 1903-04 indirect taxation produced 507 per 
cent, of the revenue, and direct taxation 49-3 
per cent . In 19 13-14 indirect taxation accounted 
for 42-5 per cent, of the total. In 1918-19 it 
yielded only 30-21 per cent., (or 18-63 if we include 
the figures of excess profits duty). Taxation 
per head of population is stated to have been 
£3 los. in 1913-14, and £ 1 ^ 12s. lod. in 
1918-19, of which £10 5s. 2d. came from direct 
taxation. 

What proportion direct taxation should bear 
to indirect taxation cannot be determined by 
any such simple rule of thumb as is mentioned 
above. Those who pay direct also pay indirect 
taxation, and everything depends upon the 
articles selected for indirect taxation and upon 
the distribution of wealth throughout the corn, 
munity. There is undoubtedly a growing 
opinion in favour of direct taxation in all wealthy 
countries. Indirect taxes are not always very 
elastic, as increased prices resulting from higher 
taxation tend to check consumption — markedly 
so in the case of alcoholic liquors. The elasticity 
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of direct taxation was formerly regarded as an 
incentive to Government expenditure, since the 
money is raised, as it were, by a stroke of the 
pen. It may, however, be pushed to a point 
at which it discourages production and saving, 
in which case it is not only ineffective in its 
object, but is a serious menace to the national 
welfare. At what point the income tax should 
begin, so as to avoid trenching upon the margin 
of bare subsistence, and by what steps it should 
be increased or graduated, are questions upon 
which statistics may afford much guidance; 
but a number of other considerations have to 
be taken into account. Professor Bowley has 
recently analysed the division of the product 
of industry before the War. He gives the total 
income of the people from home sources as from 
£2,000 to £2,100 millions in 1913. Of this, more 
than half was earned by those who were exempt 
from income tax as having an income of less than 
£160 a year. Allowing for payments to Old Age 
Pensioners and for receipts from small properties, 
the owners of which fall below the £160 limit, 
nearly 60 per cent, of the national produce was 
in the hands of the non-income-tax-paying group. 
The 1,100,000 income-tax payers and their 
families received about £742 m. of the national 
income, and after allowing for their subsistence — 
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the average family being taken at 4J persons — 
the maximum income open to additional taxation 
before the War is estimated to have been about 
£300 m. This may seem a startling conclusion 
when it is remembered that during the War 
the taxation was actually increased by ^^459 m. 
in 1918 as compared with 1913. But it must 
always be remembered that prices had more 
than doubled. 

Statistical analysis of this kind gives us some 
rough idea of the distribution of income and 
taxation. But perhaps enough has been said 
to show that the percentages of direct and 
indirect taxation do not take us very far in the 
direction of deciding how far the present revenue 
system is a fair one. The question how steep 
the graduation of taxation ought to be, or, in 
other words, by what steps and by what degrees 
taxation should increase in proportion with 
higher incomes, is very far from being settled. 
Mr. Herbert Samuel discusses the taxation of the 
various classes of the people in his Presidential 
Address of this year to the Royal Statistical 
Society. F r om the report in the Society’ s J ournal 
of March last I extract his conclusions as to the 
percentages of income paid in taxation by 
families of two adults and three children, but 
the whole address should be studied: 
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Income. 


He also sets out the percentages of income 
contributed in each class from direct and indirect 
taxation respectively. In 1913 his figure for 
the family with an income of £100 is 6-o per cent., 
for indirect taxation and nothing for ^direct 
taxation. In 1918 the figure 6 becomes I3‘8. 
At the other end of the scale the £50,000 family 
paid o*o8 indirect tax in 1913 and o-i in 1918. 
Towards direct taxation such a family paid 8*4 
per cent, on earned income in direct taxaticm 
in 1913 and 50*6 per cent, in 1918. A sinailar 
family paid i8-i per cent, on unearned income 
in direct taxation in 1913 and 63-9 per cent. 
1918. 

The effect of the War upon the distribution of 
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taxation has been a revolution of a very drastic 
character. The figures do not, of course, include 
local taxation. In an emergency so severe the 
State must take the money where it is to be 
found, and it would be futile to impose heavy 
taxation upon those who have not the means 
to pay it. Mr. Rowntree estimated the human 
needs of labour at the prices of July, 1914, to 
cost 35s. 3d. a week for a man with a family of 
three young children if they were to be adequately 
fed and decently clad, and put the figure at 20s. 
for a single woman. At present prices he alters the 
figures to 75s. gd. and 43s. a week. Facts like 
these must be borne in mind in considering the 
capacity of the poorer classes to bear taxation. 


V 

NATIONAL DEBT 


T he gross liabilities of the State (what we 
generally call the National Debt) amounted 
on the 31st of March, 1913, to £716,288,421, 
and a year later to £707,654,110. The debt is due 
mainly to war. In 1899 it was only £635 m. 
Four years later, after the Transvaal War, it 
exceeded £798 m. It was steadily reduced in the 
next eleven years by £91 m., but has now, thanks 
to the Great War, soared into figures of astro- 
nomical magnitude. 


We wiU take for analysis the pre-War figure 
at the end of 1913. This was made up as follows : 


Funded debt (nominal amount) . . 
Estimated capital liability in respect of 
terminable annuities 
Unfunded debt 
Other capital liabilities 


£ 

586,717,872 

29>552.2I9 

35,000,000 

56,384,019 


£707,654,“o 

The Funded Debt was originally so-called 
because it was charged or secured upon a particu- 
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lar fund, such as the proceeds of a particular 
branch of revenue. It has now come to mean 
a debt incurred for an indefinite period, and 
is sometimes called permanent debt as dis- 
tinguished horn floating or unfunded debt, which 
is intended to be of short duration — for a few 
months or, at most, a few years, repayable at 
a fixed date. 

The nominal amount of the debt is the amount 
which Government has promised to repay. If we 
suppose a Government to issue a loan of m. 
at 5 per cent., at the issue price of 98, and if 
the loan is fully subscribed, it receives only 
£9,800,000, but undertakes to pay £10 m. when 
the loan is redeemed. If in course of time the 
market price falls to 96, Government might 
purchase £100 of its own stock for £96, and by 
cancelling the stock diminish its nominal debt 
by £100; but this does not affect the liability of 
Government t6 pay a full £100 in case of com- 
pulsory redemption as against a holder who 
is unwilling to take less. 

Terminable Annuities are annual payments for 
a limited period, for life or for a fixed number of 
years. If I purchase from the National Debt 
Commissioners an annuity for life, or say for 
fifteen years certain, and pay £1,000 for the 
annuity, the Commissioners will apply the 
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£1,000 to the redemption of debt, and will pay 1 1 

me the agreed annuity until it exjares — i.e., on I i 

my death in the first case or at the end of fifteen ; ; 

years in the second. When the annuity comes ’ . 

to an end the transaction is closed. The Com- 
missioners have exchanged a temporary or i 

terminable annuity for the right to a perpetual 
annuity. They have paid year by year at a 
higher rate than if my £1,000 had remained part > 

of the debt, but they pay for a shorter period. 

Their liabilities at any moment in respect of 
these annuities depend upon the ages of the life 
annuitants at the time, the number, amount, 
and conditions of the various annuities, and the ' 

market rate of interest. Apart, therefore, from 
the cessation or the shortening of the term of old 
annuities and the creation of new ones, the 
actuarial value of the present value of the 
annuities varies from year to year. 

Terminable annuities may be created in favour 
of Covernment Departments like Savings Banks 
or Courts of Justice, which, having dormant 
balances, deposit with the Commissioners for 
cancellation a quantity of Government stock 
on condition that an annuity is paid for a certain 
number of years. The transaction amounts to 
an investment on the part of ihe depositors, who 
receive, so to speak, th#c annual interest and 
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in addition a pa3nnent which is an instalment of 
return of capital. Of the £2gim. which we 
have in view, almost exactly one-half was in 
respect of annuities held by private persons. 

The Unfunded Debt consisted as to £20^ m, 
of Exchequer Bonds, repayable in April, 1915. 
and as to £14.^ m. of Treasury Bills, repayable 
six months from date of issue. 

The " Other Capital Liabilities ” represent the 
outstanding liability to the Commissioners in 
respect of various loans authorised by Parliament, 
to be repaid by annual instalments. In many 
cases the repayments are made by an annual vote 
of Parliament. The effect is to spread the cost 
of some large capital operation, like the building 
of Government offices or the construction of the 
Pacific cable, over a number of years. The debt 
is thus gradually extinguished almost from the 
time of its creation. These other capital lia- 
bilities are, like the unfunded debt, excluded 
from the total of dead-weight or permanent debt. 
Naval and Military Works account for £2$\xa., 
Telegraphs and Telephones for £21 m., of the 
total £56 m. under “ Other Capital Liabilities.” 

It is good policy to keep the debt as small 
as possible, and in times of peace two Sinking 
Funds are in operation for this purpose. The 
jfirst of these is the Old Sinking Fund, and consists 
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of any surplus of Exchequer revenue over the 
issues out of the Exchequer for the year charge- 
able against revenue, the last column of Table A 
in the Appendix. Unless Parliament otherwise 
determines, this is handed over after the end 
of the year to the National Debt Commissioners 
for the reduction of debt. The iVew Sinking Fund 
is arrived at by providing every year as a charge 
against the revenue a fixed amount (£24^ m. 
in 1913) for the service of the debt. This fixed 
sum is higher than the estimated amount required, 
and the excess over and above the payment of 
interest, annuities, and cost of management, 
is applied to the redemption of debt. If no new 
debt is created, this procedure provides a con- 
stantly increasing balance available every year, 
the balance obviously increasing as the debt 
charges diminish. 

Apart from the sinking funds and the termin- 
able annuities there are some other resources, 
not considerable in amount, applied to the 
redemption bf debt. Examples are sums paid for 
redemptions of land tax, or compositions for 
stamp duty which give freedom from future 
payment. The revenue of the year is not entitled 
to benefit by the whole amount of lump sums 
of this character at the expense of the revenue 
of future years. lu the same way Suez Canal 
shares belonging to Government may be drawn 
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and paid off, and the proceeds are devoted to 
debt redemption. So also certain windfalls to 
the Exchequer, such as the receipts from the 
Chinese indemnity and occasional donations arid 
bequests. 

We are now in a position to examine the 
operations of the National Debt Commissioners in 
1913. They began the year with a funded debt 
of about £593im., of which about £4 m. was 
entitled to interest at 2f- per cent.; and the 
remainder to 2 ^ per cent. Taking first the fixed 
provision of £24^ m., we find it accounted for 
as follows; 

Interest on funded debt . . 

Terminable annuities 
Interest on unfunded debt 
Management of the debt . . 

New Sinking Fund 


14,787,109 

3,202,026 

1,115,850 

166,530 

5,228,485 

£24,500,000 


The Sinking Fund moneys applicable to re- 
demption of debt in any year are not always 
fully applied within the year. The Commis- 
sioners do not always effect their purchases of 
stock, etc., immediately on receipt of the 
money. The balance of cash in their hands at 
the end of the year is applied in the following 
year. The full consideration money for the 
Debt created in one year may not be received 
6 



82 


NATIONAL FINANCE 


by them till after the close of that year. The 
reduction of the funded debt by various means 


was as under: 

£ 

Conversion into annuities . . . . . . 972,710 

Redemption of land tax and compositions for 

stamp duty . . . . . . . . . . 413,448 

New Sinking Fund 19 12-13 (part) . . , . 4,229,219 

„ „ „ 1913-14 (part) . . . . 325,000 

Received on account of China indemnity . , 756,607 

Sundry minor receipts , . . . . . 39 jOOI 


£6,735,985 

The Funded Debt was thus reduced from 
£593,453,857 to £586,717,872. 

The capital liability in respect of Terminable 
Annuities was reduced by £1,967,689, taking 
into account the annuities expired or reduced in 
their duration and those newly created. On the 
other hand, other Capital Liabilities increased by 
£1,569,363. Allowing ’for £1,500,000 paid off 
from Unfunded Debt, the total debt redemption 
for the year amounted to £8,634,311, agreeing 
with the opening sentence of this chapter. The^ 
amount of nominal debt actually redeemed does 
not agree with the cash available for that purpose, 
since the cash will purchase a larger amount of 
stock standing below par. The Sinking Funds 
are, of course, suspended during a time when 
we have to borrow large amounts instead of 
being able to pay off debt. 
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If we were discussing the growth of our debt 
or comparing it with the debts of other countries, 
we should have to attend to many considerations 
which are frequently left out of sight. Firstly, 
we must take account of the whole debt, national 
and local, since local government has a wider 
sphere at one time than another, or in one country 
than another. Secondly, the sphere even of 
these united Governments varies. One Govern- 
ment may spend a great deal and another very 
little upon such a matter as Public Health. In 
some cases railways, tramways, electric light 
and gas undertakings, waterworks, and even (as 
in the United States; telegraphs and telephones, 
may, be left to private enterprise, and in others 
may be operated by central or local government. 
Thirdly, the assets held against the debt differ. 
Fourthly, account must be taken of the growth 
of population and of wealth, the numbers and 
fortunes of the people in the community. Fifthly, 
changes in the value of money are to be noted 
and allowed for. Sixthly, the rate of interest or 
annual cost of the debt is to be considered. And, 
lastly, it is of some importance how far the debt 
is held within the country and how far it is an 
external debt, though the consequences of this 
difference are often stated in terms which are 
exaggerated and indefensible. Proposals have 
recently been made for heroic measures to wipe 
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ofE the whole or a large part of the National Debt 
by an enormous levy on capital. All these 
questions are of great economic importance and 
require highly skilled statistical treatment. 
Without attempting to discuss them here, it may 
be stated that various estimates of our national 
wealth agree in fixing the figure of £15,000 m. 
as the minimum value of the capital wealth of the 
United Kingdom in 1913. 

The Estimated Assets, which, according to the 
official return, " admit of being calculated,” 
amounted on the 31st of March, 1914, to 
£34,929,000 estimated value of Suez Canal 
shares; £190,000 advanced for the purchase of 
bullion for coinage, to be repaid by the Mint; 
£46,044 lent to the Government of the East Africa 
Protectorate; £1,294,534 due from the Colonies 
as their contribution to capital expenditure on the 
Pacific cable; £1,820,000, nominal value of the 
debenture stock of the Cunard Steamship Com- 
pany, held as security for the repayment of ad- 
vances made to the Company under an Act of 
1904;, total, £38,279,578. Ifo this may be added 
the balances in the Exchequer — £10,434,000. 
The true assets of Government are a matter of 
conjecture. Mr. Pethick Lawrence has estimated 
them at £600 m. in 1914. At the present moment 
they are immensely larger. 







VI 

LOCAL FINANCE 

I OCAL GOVERNMENT is a subdivision of 
j Government, entrusted with the local 
administration of certain local affairs 
through local officials. Its powers and duties 
are regulated by the central or supreme Govern- 
ment. Some functions formerly discharged by 
the central Government have been transferred 
to Local Government. To meet its expenses it 
is provided with the power of levying rates upon 
the occupiers of land and houses within its 
jurisdiction. The value of these properties is 
assessed, and a rate is fixed annually at so much 
in the £ upon the assessed value. Other re- 
sources are contributions from the central 
Government, receipts from various undertakings 
for the supply of water, light, tramway and 
other services, etc. 

The total receipts of local authorities in the 
United Kingdom in 1913 amounted to 
^200,057,768, the total expenditure to 
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£200,080,692, and their debt on 31st of March, 
1914, to £654,969,319. These figures are singu- 
larly close to the corresponding figures for the 
central Government. 

We will consider briefly the finances of Local 
Government with regard chiefly to their bearing 
upon the general finance of the country. 

The receipts are, in round numbers of millions, 
82 from rates, 27 from Government, 50 from 
municipal enterprises or “ undertakings,” 24 
from loans, and 17 from miscellaneous sources. 
The receipts from rates are only 41 per cent, 
of the total of 200 millions, but we must bear in 
mind that expenditure includes a large amount 
in respect of undertakings, and that against 
receipts from loans we have expenditure to pay 
off interest and capital on existing loans. It is 
in the main upon rates and upon Exchequer 
contributions that the local authorities have to 
rely. 

Among other duties, the local authorities must 
keep in order the roads and pavements, light 
the streets, provide the sewers, pay for the 
police, and render other services which add to 
the value of the property assessed. In so far 
as this is the case the rates are, in the language 
of Mr. Goschen, an investment. Such services 
are sometimes called beneficial, as distinct from 
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onerous, but the distinction has little to commend 
it. Just as the expenditure on the Navy, though 
onerous, is undoubtedly beneficial, so the poor 
rate and the education rate are of benefit to the 
whole country, and nothing is gained by thinking 
of them as onerous. Having regard to the 
services rendered by local authorities, and to the 
number and wealth of the population, we may 
brush aside any suggestion that the rates are a 
burden of crushing magnitude. The question 
how far our rating system is fair as between 
different localities and between different classes 
of the community is one of some difficulty. 
Two Reports have in recent years been presented 
to Parliament on, the subject — by a Royal Com- 
mission in 1901 and by a Departmental Committee 
in 1914. The War has overshadowed the prob- 
lem for the last five years, but it is likely to 
become acute in the near future. 

The Government contributions are to some 
extent a payment for services rendered. The 
Crown is not liable to pay rates, and Government 
property is not assessed by the local authorities. 
But it would be manifestly unfair that the 
residents in a particular district should provide 
at their expense the cost of services rendered 
locally to Government in respect of streets, 
sewers, water, etc., and Government therefore 
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contributes, as an act of grace, a payment in 
lieu of rates, based upon an assessment made 
by a Government official. Attempts have been 
made to distinguish between the national services 
of local authorities and their other services. It 
is argued, for example, that education and 
poverty are matters of national concern. If 
every area were left to deal unaided with its 
own children, poor, police, main roads, and other 
matters, the poorer areas would be charged much 
more heavily than the wealthy ones, which would 
have higher rateable values and lower expenses. 
The fact that an overburdened central Govern- 
ment hands over some of its functions to Local 
Government, which is often in a position to 
discharge them more economically and efficiently, 
is no reason why the taxpayer at large should be 
relieved at the expense of the less fortunate 
groups of ratepayers. Government therefore 
makes an annual contribution from the public 
purse towards the needs of local authorities. 

It may be worth while to notice that in con- 
sidering the total cost of our Government, national 
and local, we must make allowance for this 
contribution, amounting in 1913 to £27 m. 
Thus, if we take the cost of Government at 
5^197 m. and of Local Government at £200 m., 
we must not assume a total of £397, but only of 
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£370, as the £27 m. figures twice over — once in 
the e^qpenditure of Government as paid out of the 
Exchequer to local authorities, and again in the 
expenditure of these authorities. 

The financial relations between the central 
and the local Government are complicated. If 
we go back to 1888, we find that Parliament made 
every year grants to local authorities in aid of 
police, poor relief (including the care of pauper 
lunatics), main roads, sanitary officers, and 
elementary education. Under the Local Govern- 
ment Act, 1888, the Exchequer grants for all 
these services except elementary education were 
discontinued, and in their place the produce of 
certain taxes was assigned to the County Councils 
and County Borough Councils created under that 
Act. In 1890 the Local Taxation (Customs and 
Excise) Act allotted the English share of certain 
duties on beer and spirits as to a fixed sum of 
£300,000 in aid of Police Pension Funds, and 
as to the residue to the County Councils and 
County Borough Councils in aid of rates, with 
an option to apply it to technical education. 

In 1896 the Agricultural Rates Act relieved 
occupiers of agricultural land from one-half of 
thdr poor rates and borough rates, the deficiency 
to be made good from the Exchequer on the basis 
of one-half the rates then paid on such land. 
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The Education Acts of 1902 and 1903 absorbed 
the voluntary schools into the national system, 
and put the financial responsibility for their 
maintenance on the local Education Authorities. 
An Exchequer grant was made of 4s. for each 
child, and an additional i^d. for every complete 
2d. per scholar by which the produce of a penny 
rate falls short of los. per scholar in average 
attendance. 

The Finance Act, 1907, provided that the 
assigned revenues should be paid into the 
Exchequer instead of into the special ftind of 
the Local Taxation Account, the Exchequer 
being charged with the payments of the annual 
produce year by year. In 1908 the power to levy 
certain licences was transferred to the councils. 
The licences are issued at the Post Offices, and 
a grant of ^^40,000 is made to the councils for 
expenses of collection. In 1910 and 1911 Acts 
were passed to fix the amounts annually payable 
to local authorities in respect of carriage and 
motor-car licences, liquor licences, and local 
taxation (Customs and Excise) duties, at amounts 
equal to those produced in the year 1908-09. 

The Old Age Pensions Act of 1908 considerably 
eased the cost of the burden of poor relief to 
local authorities. 

The Development and Road Improvements 
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Act, 1909, set up a new authority, the Road 
Board, with power to make and improve roads. 
The help thus given to local authorities has been 
to some extent neutralised by the fixing of the 
amount received for carriage and motor-car 
licences at the 1908-09 level. 

Finally, the National Health and Unemploy- 
ment Insurance Act, 1911, and the provision 
made for sanatoria and for combating tuberculosis 
tend further to diminish the charges upon local 
authorities for providing for the sick and poor. 

The general tendency of local expenditure to 
growth is so marked that the cost of what are 
called the “national” services — Poor Relief, 
Lunatics, Police, Main Roads, and Sanitary 
Officers — has trebled in twenty years. The main 
causes of this increase are growth of population 
(especially urban), extended legislation imposing 
new duties or giving new powers (such as for 
housing of the working classes), and the progress 
of medical, sanitary and engineering practice, 
leading to more elaborate and costly methods of 
sewerage, sewage disposal, hospital treatment, etc. 

All this development of Local Government, 
the creation of new duties, the increased expense 
of carrying out those duties, partly because of 
better and more costly methods and partly 
because of the growth of the community, have 
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made it a difficult matter for Local Government 
authorities to meet their expenses out of rates. 
The principal complaints of the ratepayer are — 
(a) That the State does not contribute enough 
towards the cost of " national ” services; (b) that 
the burden of these services is unequal as between 
districts; (c) that there is a want of variety in the 
means of raising local revenues; (d) that those 
who possess property which is not rateable occupy 
an unduly favourable position; and (e) that the 
burden is unduly heavy upon persons engaged in 
agriculture and other occupations who require 
an amount of rateable property large in propor- 
tion to their ability to pay. If we take two 
shopkeepers, side by side, one of them dealing 
in bulky objects like furniture, which take up 
a lot of space and require large premises, and 
another dealing, say, in jewellery, which requires 
little space in proportion to its value, they may 
be making equal profits, while the first is burdened 
with much heavier rates than the second. There 
is also a grievance connected with the rating qf 
machinery fixed to the soil, which is classed as 
real and not as personal property. The qu^ion 
of incidence, of course, arises — whether the shop- 
or manufacturer passes on the rate- 
to his customers in the price of hds goods 
whether he has to bear part or all of the 
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Special expense himself. Such questions are 
among the most difficult with which the economist 
is confronted, owing to the uncertainty as to 
the facts and the weight to be assigned to them 
in particular cases. 

The question whether, and if so when, local 
authorities ought to undertake business or 
trading enterprises has been a subject of much 
controversy. A large factor in its devebpment 
has been the hability of local authorities to keep 
the roads in repair. When the streets of a city 
are liable to be taken up for the construction or 
repair of sewers, watermains, gaspipes, electric 
light and power cables, telegraphs and telephone 
wires, tramway lines, etc., and when a number of 
separate companies take up the roads one after 
another, the local residents find the use of the 
roads denied to them at frequent intervals. By 
having all these businesses in their own hand the 
local authorities are able to open up the roads and 
to overhaul the services which make use of them 
at one and the same time. The profits made by 
such companies are, of course, an additional at- 
traction to direct management. It may be said 
that local authorities could charge a rent or 
royalty upon the profits of a company to which 
it concedes a right to take up its roads, but if 
this merely results in increased charges to resi- 
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dents, what is gained in one way is lost in another. 
A claim on the part of local authorities to fix the 
prices would probably be objected to, and direct 
management is usually the only alternative to 
leaving the companies a free hand in this respect. 

How far municipal enterprise has, so far, justified 
itself is not easily ascertained, owing to the 
difficulty of securing proper trading accounts. 
The receipts and expenditure should carefully 
distingitish between current and capital opera- 
tions; proper sinking-fund allowances should 
be made and depreciation allowed for; the fact 
should not be left out of account that, whereas 
a private company would pay rates, the local 
authority does not pay rates to itself ; and even 
then the true figure of profit and loss, if ascer- 
tained, does not necessarily prove the wisdom 
or unwisdom of municipal management. It is 
sometimes urged that it is unjustifiable for a 
local authority to make a profit, for example, 
on its tramways. Such a profit is at the expense 
of those who use the trams and pay more than 
the cost price of the service, while the profit 
goes to relief of rates and so benefits those who do 
not ride in trams. Conversely, a loss means that 
the ratepayers who do not use the trams are 
being made to pay in order to enable other 
persons to ride at less than cost price. If the 
service is one of such general utility as the 
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provision of water, the objection is not so strong, 
as a high or low charge for the service is offset 
to some extent by a reduced or increased rate. 
Amateur management or mismanagement, 
bungling direction, political corruption in the 
form of jobbing friends into posts for which they 
are not competent, are, where they exist, sources 
of additional expense to the ratepayer; but he 
has the remedy in his hands, and can turn out 
delegates who abuse their trust or show them- 
selves bad men of business. We may say with 
confidence that the best directions for municipal 
enterprise are undertakings of public utihty 
likely to be better conducted collectively in the 
public interest than by private enterprise, which 
looks primarily to profit. It is implied in this 
condition that the business to be managed should 
be tolerably simple and straightforward. 

Assuming, then, that municipal enterprise 
is reasonably well conducted and that its charges 
are fair, we may conclude that its cost is no real 
burden upon the ratepayers, who are merely 
buying necessary services at a proper price. 
They are only penalised in so far as the charges 
are higher or the service worse than if the business 
were in priryate hands. 

Receipts from Loans, £24 m., may be briefly 
dismissed. Loans are controlled by Government 
in such a way as to assure that they are justified 
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in their object, and that arrangements are made, 
not only for paying the interest, but for wiping 
off the principal by annual instalments. If a new 
cemetery is needed, it would be very disturbing 
to require the whole cost to be met from the rates 
of one year, and the resort to a loan enables the 
cost to be spread over a period not longer than 
the cemetery is Hkely to prove sufficient. The 
general position as to local loans will be con- 
sidered later. 

The Miscellaneous Revenue, £17 m., includes 
nearly £6m. from rents, interest, sales of pro- 
perty, etc. Over £2 m. were received for fees, 
fines, penalties, and licences, and about £ij m. 
for repayments on account of private improve- 
ments executed by local authorities. 

Turning to the expenditure side, we have the 
following table: 

Expendixtjrb by Local Authorities, 1913. 
fooo’s omitted). 

Town and municipal authorities for police, ^ 
sanitary and other public works, etc. .. 127,987 

Unions and parishes for poor relief, etc. . . 20,673 

County authorities for police, lunatic asylums, 

etc 27*533: 

Rural District and Parish Councils, etc. . . 6,185 

School Boards and Secondary Education 

Committees (Scotland) . . . . . . 4,562 

Harbour authorities .. .. .. .. 11,558 

Other authorities . . . . . . . . 1,582 

200,080 
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It is to be noted that Irish police and education 
are mainly provided from Imperial funds not 
included in these figures. 

The outstanding debts of local authorities on 
the 31st of March, 1914, were about £655 m. 
Against this may be set properties which have 
been valued roughly at ,^1,500 m. The figure 
is, of course, highly conjectural. Mr. Pethick 
Lawrence pertinently says: " What is the value 
of a main road a hundred miles long ? Its actual 
area valued as agricultural land mfiy be worth 
some £ 30 , 000 , but the community has probably 
spent many times this amount in bringing it to 
its present condition, and would lose untold 
wealth if it were done away with.” Similar 
remarks apply to bridges, sewers, etc. Many 
of the properties of local authorities are produc- 
tive of revenue, and others have a considerable 
selling value. A list of such properties would in- 
clude lauds, parks, gardens, cemeteries, municipal 
buildings, such as schools, workhouses, asylums, 
markets, baths, piers, docks, harbours, quays, 
canals, and the assets of going concerns, like water- 
works, gas and electricity works, tram-ways, etc. 
In view of the increased population and rateable 
value, and the enlarged functions of Local Govern- 
ment, the growth and extent of local loans is by 
no means so alarming as is often supposed. 

7 



THE BUDGET OF 1919 

W E have now examined the financial record 
of a specimen year, the last before the 
War, with the object of seeing how 
the figures of our National Finance are to be read. 
The War upset everything, Finance included, 
and the figures since 1913 are abnormal both 
in form and in substance. Instead of voting 
annually so much for the Army, the Navy, 
and the new Air Services, Parliament has passed 
huge Votes of Credit for War expenditure without 
a disclosure of details of the purposes for which 
the money was provided, and large sums have been 
borrowed in various forms, including the issue 
of Treasury notes greatly in excess of the gold 
reserve held for their redemption. 

It will bring our information up to date and 
test our power of understanding our financial 
position if we read an abridged report of the 
Budget speech made by the Chancellor of the 
Exchequer in the House of Commons on the 
30th of April, 1919. 
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Mr. Chamberlain, Chancellor of the Exchequer, 
said; People during the War accepted the im- 
mense burdens of the War without grumbling, 
and the House of Commons passed them with 
the minimum of criticism. But both the House 
and the people are in a different mood to-day. 

I am called upon at one and the same time to 
remit or to repeal the taxation which was imposed 
and to remedy all the grievances which have 
been cheerfully endured in these years of stress 
and strain, not merely to resume the civil ex- 
penditure which was interrupted under the 
stress of war, but to provide the means for 
creating within a few months or a few years a 
new heaven and a new earth. The same people 
who call upon me for fresh and large expendi- 
ture in every special field expect me at the same 
time to accomplish vast reductions in expendi- 
ture. I can work no such marvel, and unless 
I can have not merely the good will, but the 
assistance of Parliament, the task which con- 
fronts me is one which no man can complete. 

The expenditure — the Exchequer issues for 
the year which has just been completed — was 
less than the estimate of £2,972,000,000 by 
£393,000,000. The estimate of daily average 
expenditure was £8,143,000, and the actual 
expenditure was £7,067,000. In the earlier period, 
from the ist of April to the 9th of November, it 
was £7,443,000; in the later period, from the 
loth of November to the 31st of March, it was 
£6,476,000. That is a reduction of^ £1,667,000 
per day on the Budget Estimate, dr, in other 
words, a reduction of 20 per cent. That reduc- 
tion would have been still greater but for special 
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expenditure consequent on and the result of 
demobilisation. For instance, £52,000,000 was 
spent on gratuities to members of the forces 
who were demobilised, and unemployment — 
a charge arisinj^ out of demobilisation — has cost 
£13,000,000. There has been a saving on the 
year in the debt charge, compared with the 
estimate, of £45,000,000. 

If I turn from the expenditure side of the 
account to the revenue side, the estimate was 
for £842,000,000 in round numbers. The actual 
receipts were £889,000,000; in other words, the 
receipts exceeded the estimate by £47,000,000. 
There is an increase under Inland Revenue on 
every important head of duty except three. 
Income-tax and supertax realised just about 
£750,000 more than the estimate — a very re- 
markable approximation, I think, on a total of 
£291,000,000. Tlie Death Duties failed to reach 
the estimate by £1,200,000, but that was one of 
those accidents to which we shall always be 
subject as long as a considerable portion of 
the Death Duties is derived from very large 
estates, because those large estates are not 
sufficient in number to give us a stable annual 
average. Had the year closed a week later 
the payment of duties on two estates would 
have brought up the receipts to the amount 
of the Estimate. Excess Profits Duty showed 
a larger deficiency below the estimate. It was 
down £15,000,000, but that indicates no loss 
of revenue except for the year. What was not 
paid last year will be paid this year. 

Stam;ps are an uncertain revenue apt to 
disappoint the Chancellor of the Exchequer. 
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In the year which has closed they have done 
remarkably well. Even apart from the new 
cheque duty they have beaten aU previous 
records. The total yield was nearly £12,500,000, 
representing an excess of more than £3,000,000 
over the estimate and of £4,000,000 over the 
receipts for the preceding year. The produce 
of the increased cheque duty has been more than 
double the estimate of £750,000, a result which 
is due in part to the bankers having sent in for 
embossment with additional stamps larger stocks 
than were anticipated, and in part to the fact 
that the imposition of the tax would seem hardly 
to have restricted the use of cheques at all. 
The duties on conveyances yielded nearly 
£1,000,000 more than in the preceding year, due 
to the large number of sales of property that have 
taken place. ' Transfers on stocks and shares 
account for a further £400,000 of the increase, 
and the yield of the Companies Capital Duty 
has risen by over £500,000. 

Customs and Excise have also done well. 
They show a surplus, over the estimate of 
£14,520,000. Tobacco was up £5,750,000, spirits 
were up £3,000,000, tea showed an excess over 
the estimate of over £2,000,000, and the enter- 
tainment tax contributed £1,500,000. Only beer 
showed a small deficit compared with the 
estimate. Of the other items on the revenue 
side I need only mention the Miscellaneous 
Revenue, which contributes £37,000,000 out of 
a total excess of £47,000,000. 

The excess was composed as to £33,000,000 of 
a contribution from India, on account of the 
£100,000,000 of Five per Cent. War Loan for 
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which she undertook to be responsible. A 
further sum of £2,500,000 represents additional 
grants from the Colonies, making £4,500,000 
in all; £1,500,000 was due to extra prolits of the 
Mint, chielly arising from the large demand for 
silver coinage. 

If we now compare the two sides of the account, 
we find that the Exchequer issues were 
£2.579,301,000. The revenue was £889,021,000, 
leaving a deficiency to be made good by borrow- 
ing of £1,690,280,000 cash, or nearly £440,000,000 
less than was anticipated a year ago. Of the 
total expenditure in 1918-19, 34-47 per cent, was 
provided by revenue, while 65-53 cent, was 
provided by borro-wing. If we take the figures 
for the five years from the ist of April, 1914, to 
the 31st of March, 1919, the proportions are 28-49 
per cent, from revenue and 71-51 per cent, by 
borrowing. That is a record which I be- 
lieve no other belligerent can equal, and the 
sacrifices which it indicates place us in a good 
position to face our future difficulties. The 
borrowing to meet the deficiency on the year of 
£1,690,280,000 has been under the following 
main heads; — National War Bonds, £986,000,000; 
•War Savings Certificates, £89,000,000; andpther 
Debt, £400,000,000, of which £325,000,000 was 
advanced by the American Government and 
the rest derived from various other loans abroad. 
The balance has been provided mainly by the 
Floating Debt. Tliese figures are given net and 
represent the face value, excluding premiums, 
of the securities issued except in the case of War 
Savings Certificates, the figure for which is taken 
at the cash receipt of 15s. 6d. per certificate. 
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This brings me to the amount of the National 
Debt. The National Debt proper, exclusive of 
what we call “ Other Capital Liabihties,” was, at 
the outbreak of the War, approximately 645 
millions. On the 31st of March last year the 
total was, in round figures, 5,872 millions. On 
the 31st of March this year the total was 7,435 
millions, as against the estimate a year ago of 
7,980 millions. Of the capital debt incurred, inter- 
ternal debt accounts for, approximately, 6,085 
millions, and the external debt, approximately, 
1,350 millions. A large part of the debt is 
represented by National War Bonds repayable 
at a premium. The premiums of these bonds 
represent a further liability of ^^51, 716,000. 
Further, the War Savings Certificates are allowed 
for at 15s. 6d. If they were all held for five 
years they would be repayable at and would 
then involve an additional obligation of 65 
millions. 

Finally, our foreign debt is largely repayable 
in foreign currency, and the sterling equivalent 
of the debt must necessarily vary according to 
the state of the exchanges at the time when 
repayment becomes due. Against this large 
total we hold certain assets. First, there are the 
obligations of our Allies and Dominions, amount- 
ing on the 31st of March of this year to £1,739 
millions. Of that sum £171 millions were due 
by the Dominions and £1,568 millions by the Allies. 
Russia owes ;£568,i03,ooo, France ;£434,490,ooo, 
Italy £412,520,000, Belgium £86,779,000, Serbia 
£18,643,000, and other Allies £47,915,000. Next 
to this debt from the Dominions and Allies there 
is the remaining liability of India in respect of 
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the Five per Cent. War Loan, which amounts to 
about £30,000,000. There are also assets of a 
substantial character acquired out of Votes of 
Credit and now no longer required, and which 
will be disposed of as opportunity offei's. Finally, 
there are the payments that we shall receive in 
respect of indemnity from our enemies. But 
when every proper allowance is made for these 
assets — the amount and value of which as well 
as the date at which we may expect to receive 
payment for them is necessarily uncertain — 
the burden of debt left to us is still very 
formidable. 

The increase in the estimates of expenditure, 
as compared with last year, is apparent only, and 
due to the provision in the Votes for charges which 
have hitherto been borne in Votes of Credit. 
Moreover, a very large part of these Estimates, 
approximately £275,000,000 out of a total sum 
of ^495 <000,000, is due to expenditure on tem- 
porary charges arising out of the War. 

Since the Estimates were published it has been 
necessary to assume new obligations and loans 
to our Allies to the amount of £28,000,000. There 
are liabilities of £20,000,000, as explained by my 
honorable friend, the Parliamentary Secretary to 
the Board of Trade to-day in respect of coal. 
Further, unemployment benefit has been ex- 
tended for a further period, though at reduced 
rates, and I have to provide £8,000,000 additional 
for that purpose. Then I have to provide out 
of the Consolidated Fund capital for loan ex- 
penditure under the Land Settlement BiU, and I 
estimate it for the current year at £5,000,000. 
Finally, there is an additional Civil ^rvice war 
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bonus under the recent award of the Arbitration 
Board, which may cost us another ;^4, 000,000 
in the course of the year. I must therefore allow 
in my calculation for an excess of at least 
£65,000,000 on the Estimates as at present 
presented. The only other item of expenditure 
with which I need deal is the Debt Charge. I put 
this at £360,000,000, of which £29,800,000 will 
be required for service within the fixed Debt 
Charge, and the balance, £330,200,000, for 
services outside that charge, including the new 
borrowing to be effected during the year. Under 
the present circumstances, so long as borrowing 
must continue, I cannot make provision for a 
sinking fund. The total expenditure for the 
current year, after allowing for the additional ex- 
penditure which I have just described, will be 
£1,434,910,000. 

What revenue have we got to set against that ? 
On the existing basis of taxation we expect to 
collect during the coming year a revenue of 
£5^^59>65 o,ooo, an increase, without any altera- 
tion_ in revenue,., of £270,629,000 over the actual 
receipts of last year. It includes a surn of 
£300,000,000 on account of excess profits duty 
and of £210,000,000 for miscellaneous revenue, 
of which £200,000,000 are receipts from the 
realisation of Vote of Credit assets. The sum 
taken on account of excess profits duty may be 
counted upon whatever be the decision of the 
House in respect of that duty. It represents 
tax due to accoimting periods already closed, or, 
indeed, running out, and even if the tax were 
brought to an end as rapidly as possible there 
would remain to be paid £300,000,000 in the 
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current year, and I anticipate ;£ioo,ooo,ooo in 
the year after. 

As regards the £200,000,000 which I have taken 
as the probable receipts from Vote of Credit 
assets this year, this figure, of course, does not re- 
present the total amount of these assets, nor even 
the total amount expected to be realised in the 
present year. It is the amount of cash which 
we hope will be paid into the Exchequer over 
and above the' very considerable amounts from 
the same source which are appropriated in aid 
of Votes. I give the figures : In aid of the Ministry 
of Munitions, £140,000,000 ; in aid of the Ministry 
of Shipping, £50,000,000; at the War Office, 
£50,000,000; at the Admiralty, £14,000,000 — » 
together, £254,000,000; making, with the 
£200,000,000 which I expect to receive into the 
Exchequer, a total for the year of £454,000,000, 
That does not exhaust the amount of the credit 
which we expect to realise. I put the total value 
of the assets outstanding on the 31st of March 
last at approximately £800,000,000. There will 
therefore be a further sum to come in in future 
years. The £200,000,000 estimated for this year 
is a provisional figure. 

Resuming what I have said, the position for 
1919-20 would then be as follows : An expendi- 
ture of £1,434,910,000, arevenue of £1,159,650,000, 
and a deficit, therefore, on balance of £275,260,000 
— a lesser deficit, I think, than most people have 
anticipated. We are left, therefore, with a 
deficit of £275,000,000 for the current year, or, 
as I would prefer to call it, £300,000,000, in order 
to allow for contingencies and further demands, 
some of which I can already see maturing. That, 
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therefore, is, I hope, the maximum figure of 
new money which on balance we shall need to 
have borrowed at the end of the year. It may 
be reduced by any sums which we receive, if we 
receive such in the course of the year, on account 
of repayment of capital, or payment of interest 
on their loans by our Allies, or in the shape of 
indemnities from the enemy countries, and, of 
course, it would be reduced to the extent of any 
increase of new taxation in the current year. 

That is not an unreasonable figure, b\it I beg 
the Committee not to think for a moment that it 
is any measure of the effort that is required. 
In the first place, the early months of the year 
are from the revenue point of view always lean, 
and we have to borrow in anticipation of the 
revenue coming in. In the second place, a large 
part of our debt — no less than £957,000,000 — is in 
the form of Treasury bills, and for the most part 
of three-monthly bills, which therefore faU due 
for repayment every quarter. In other words, 
we have to borrow that sum of money four times 
over in the course of the year. During the War 
these bills were largely used by the public as a 
means for the temporary investment of funds 
intended on the cessation of the War to be 
employed in industry and commerce; and as 
they are withdrawn for that purpose, the diffi- 
culty of borrowing to replace them would be 
no less great than the difficulty of new borrow- 
ing. It will, in fact, be new borrowing. 

We have, in addition, the maturing in the 
current year of Ways and Means Advances of 
£455.000.000; Exchequer bonds of £245,000,000, 
including the figure, £66,000,000 of 1923 
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bonds, which have an option of redemption 
on the 1st of October) and the foreign debt 
of £96,000,000 — together, £796,000,000; making, 
with the Treasury bills, a total of £1,753,000,000. 
The floating debt on the 31st of March this year 
amounted in round figures to £1,412,000,000 — 
namely, £957,000,000 of Treasury bills and 
£455,000,000 for Ways and Means Advances, an 
increase in the year 1918-19 of £223,584,000. 

This sum is less than the amount outstanding 
at the half-year ended the 30th of September, 1918 , 
and much less than the maximum of£i,550,ooo,ooo 
which was reached on the 31st of December, 1918. 
The drop is, of course, in part due to the col- 
lection of revenue, but it is mainly owing to 
the large subscriptions in War Bonds in January 
last as a result of the special effort and special 
campaign then taken in hand, which brought 
the floating debt down to £1,380,000,000. 

Another question closely connected with the 
floating debt is the continued expansion of the 
currency note issue. (Cheers.) On the ist of April, 
1918, the amount of notes outstanding was 
£228,000,000. This figure had increased by the 
date of the Armistice to £291,000,000. On the 
31st of March of this year it stood at £328,000,000, 
and on the 23rd of April it had risen to 
£349,000,000. The gold reserve remains station- 
ary at £28,500,000, the balance being covered 
' by Government securities. The Bank of England 
note issue has increased since ist April, 1918, 
£23,000,000. The aggregate amount of legal 
tender money in the country, which is estimated 
to have amounted at the beginning of the War 
to about £214,000,000, is now more than 
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£54'^>ooo,ooo. It is obvious that that expansion 
cannot be allowed to continue indefinitely. 
(Cheers.) But the remedy is not so simple as at 
first sight it Seems. It is to be remembered 
that there has never at any period during the 
War or since been anything in the nature of a 
forced issue. Currency notes have only been 
issued in response to the public demand for 
currency. If there was anything like a forced 
i^ue it could be stopped to-day not only without 
disadvantage, but with positive advantage to 
all concerned. What would be the effect of such 
action under present circumstances ? The re- 
fusal of the Treasury to issue any more currency 
notes would not lessen the demand of the manu- 
facturer on his banker for legal tender, and 
the banker would be forced to meet that demand 
so long as his customer had a balance to his 
credit. After exhausting his own stock of notes, 
he would go to the Bank of England. The Bank 
of England, unable to obtain currency notes, 
woifid have to meet the demand by the issue of 
their own notes or of sovereigns withdrawn from 
the reserve in the Banking Department. In 
order to protect that reserve from immediate 
exhaustion a violent rise in money rates and 
drastic curtailment of credit would have to take 
place. 

This would not only have a most serious effect 
on the prices of securities, on wages, and on the 
rates charged on Government borrowing, but 
also on the revival of trade and industry, at a 
critical moment when the revival of trade and 
industry is the most important object we have 
in band. It is to be remembered, further, that 
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the inflation of the currency is not a pecu- 
liarity of our system ; it is not confined even to 
the belligerent countries. It is a phenomenon 
of world-’wide extent. A new level of world prices 
has got to establish itself before we can say with 
anything like exactness what amount of currency 
is required. To act before we have got that 
and before that level is established might easily 
produce evil consequences by restriction beyond 
what is necessary without any compensating 
advantage. 

Lord Cunliflfe’s Committee went carefully into 
this question. They recognise clearly that the 
restriction of inflation is impracticable until the 
conclusion of the period of demobilisation and 
the cessation of War borrowing. Whilst a direct 
limitation of further currency issue is not, in my 
opinion, a step which is at the moment practicable, 
there is every reason why we should attack the 
underlying causes as quickly as possible. The 
first remedial measure is to reduce expenditure. 

’ (Cheers.) The second is to meet that expenditure 
as early and as fully as we can out of revenuer 
(Cheers.) The third is, when we are obliged to 
borrow, to borrow from real investors. The 
fourth is to repay Ways and Means advances. 
The fifth, and last, is to refund the immense 
volume of short-dated Treasury bills. 

Measures like this can be rendered practicable 
only by the strictest national and individual 
economy. (Cheers.) I should like the Com- 
mittee to consider for the moment what is the 
position. The hard, inexorable, economic facts 
are obscured by a fictitious appearance of wealth. 
(Cheers.) There is between two and three times 
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as much legal tender money in circulatipn as 
there was before the War. The deposits of the 
joint-stock banks have more than doubled. 
The position of those banks, judged by every 
approved criterion of sound banking, is stronger 
than ever it was before. Almost the whole of 
their additional deposits are covered by the 
best of all banking assets, short-dated British 
Government securities. These securities, stand- 
ing behind the deposits and standing behind the 
legal currency, represent to a large extent, not 
existing wealth, but wealth consumed in the 
operations of war which it must be our business 
to replace out of the exertions of the present. 
Both are drafts on future labour and the future 
creation of wealth. Pending payment there is an 
immense reservoir of artificial purchasing power, 
out of relation to the actual wealth on which it 
operates, and therefore diminishing in effect with 
each new step in its increase. Look beyond the 
accounts for the year and you see a different 
picture. We have sold a thousand millions of 
our foreign investments, losing 'an equivalent 
power to draw on the wealth created in foreign 
countries. We have incurred debt to the extent 
of £1,300,000,000. Against this we have claims 
on our Allies and on our Dominions; but the 
position of our debtors forbids us to count on 
these claims for much large immediate rehef. 
Ultimately and gradually that relief will, we 
hope, mature, but we cannot count upon it for 
immediate purposes. 

For years to come a considerable part of our 
production must be devoted to paying our foreign 
creditors, and a large part to making good the 
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wastage and arrears of war; our roads, our 
railways, and in a lesser degree, but in some 
degree, our machinery suffered from the absence 
during these past years of the ordinary upkeep 
and development. Houses, which were in short 
supply before the War, are now hopelessly in 
arrear. A large part of the production of the 
next year — I do not know whether I ought 
not to say the next few years, but a large part 
of the production of the coming year both of the 
produce of labour and of capital — ^will be needed 
to make good these losses and to pay the new 
liabilities we have incurred. I beg the Committee, 
therefore, to be under no misapprehension as to 
the magnitude of the task which lies before us. I 
repeat that there is urgent need for national and 
individual economy. Nothing but a united effort 
of all classes, comparable to that we have seen 
in the years of war, can enable us to face the years 
of difficulty which must follow on the conclusion 
of so great a struggle. 

Sir J . Walton. — Government economy. 

Mr. Chamberlain. — Government economy first 
and foremost. (Hear, hear.) 

That review of our position brings me to the 
consideration of the policy which we ought to 
follow. The deficit of the current year oA toe 
present basis of taxation is, as J. have said, 
£275,000,000, or £300,000,000. The cuireent 
year is a wholly abnormal year. Expenditure 
is swollen by the overlapping of war charges. 
Peace is not yet signed, and even when peace 
is signed war charges continue. On the other 
hand, the revenue receipts are swollen by sums 
arising out of the conclusion of the War, and the 



THE BUDGET OF 1919 113 

r^ult is that neither side of the balance-sheet 
gives us a complete, true picture of our normal 
post-War position. But if this year is abnormal 
next year, if not equally abnormal, will at least 
be similarly disturbed ahke by the overlap of war 
charges and the overlap of war receipts. The 
expenditure side will be swollen by demands 
arising out of demobilisation, out of the 
condition of the railways, and out of the coal 
production. On the other hand, there will be an 
overlap of existing excess profits duty and an 
overlap of receipts from the sale of vote of credit 
assets. Neither this year, nor next year, nor 
perhaps the year after, will therefore be entirely 
normal, and in inviting the Committee to consider 
what our policy ought to be, I am driven to the 
hazardous expedient of casting my mind forward 
into the future to an imaginary normal year. 

The Committee will recognise at once what a 
dangerous and difficult experiment that is to 
make. I recall but one case in which it was 
attempted. Mr. Gladstone in 1853 forecast an 
expenditure over a period of seven years, and 
almost before his speech was uttered his calcula- 
tions were upset by the outbreak of the Crimean 
War. God forbid that my calculations, after all 
we have gone through, should be upset by a 
similar cause, but apart from that I cannot 
conceal from myself that I may be wrong in 
all assumptions I make, and that I must be 
wrong in many. But I must have some basis 
on which to ask the Committee to proceed, and, 
as far as such a thing is possible, the future should 
be laid open so that members may see something 
of what is in prospect. For reasons which I will 
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explain later, I shall assume that by that time 
the excess profits duty as we now know it will have 
ceased to exist. I assume it will come to an end 
by the time of this normal year. I shall assume, 
further, that the available assets out of votes of 
credit have all been realised and that no further 
funds will be drawn from them. I shall leave 
out of account for the present the sums we may 
expect to receive on account of indemnities from 
the enemy and in payment of interest and repay- 
ment of capital lent to our Allies. I shall present 
a picture of our liabilities and our resources 
standing by themselves alone. I think that will 
be the best picture, and the necessary reductions 
can be made later when knowledge is more 
exact. 

On this basis I estimate the revenue of the 
future normal years on the existing basis of 
taxation at £652,000,000, made up of £198,000,000 
derived from Customs and Excise, £400,000,000 
from Inland Revenue, and £54,000,000 from 
other sourdes. The calculation of our expendi- 
ture in that imaginary year is an even more 
difficult and hazardous task. I can only tell 
the Committee the hypothesis on which it seems 
to me most nearly to approximate to the probable 
truth. For the purpose of my balance-sheet 
I assuine that the deficit on the railways and the 
coal mines is made good, and I know nothing 
more urgent than that steps should be taken 
to deal with both of these deficits. I assume 
that all fresh loans to the Allies will cease, and 
that other abnormal expenditure, notably that 
in connection with the Ministries of Labour, 
Food, and Shipping, will also have terminated. 
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Then comes a more uncertain item. What 
am I to estimate for the Army and Navy ? what 
am I to put down for the new Air Force ? For 
the purposes of my balance-sheet I have assumed 
the figure for the three forces at £110,000,000, 
being rather more than a 40 per cent, increase on 
the cost of the Army and Navy before the War. 
We all hope that as a result of the Peace Con- 
ference the demilitarisation of Europe may be 
effected without fresh naval competition being 
started in any other quarter. I hope that it 
may be possible, and I beheve it should be 
possible, to reduce the numbers both of the Army 
and the Navy; but whatever reduction may be 
possible, in that respect the pay will be higher, 
material will be more expensive, and none of 
these factors, numbers, pay, or cost of material, 
are yet capable of exact estimation. I give my 
figure for what it is worth. You can vary my 
c^culations according to your own estimates of 
whether I have placed them too high or too low. 
The debt charge I place at £400,000,000, including 
a sinking fund of i per cent. The Civil Services 
at £190,000,000; Customs, Inland Revenue, and 
Post Office at £53,000,000; and other services at 
£13,000,000; making a total expenditure of 
£766,000,000, against which, as I have told the 
Committee, I can count only on a revenue of 
£652,000,000, leaving a deficit of £114,000,000. 
I propose to ask the Committee to raise this 
amount approximately, not all in the current 
year, but by taxes which in the full year would 
bring in approximately that figure. On the 
assumption that my calculations are not unduly 
sanguine, on the assumption, further, that they 
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are not upset by forces beyond our own control, 
and on the yet further assumption, about which 
I feel as much hesitation as anyone, that Parlia- 
ment will husband our resources and observe 
economy, the Committee knows the work which 
it has to face, and any funds received in repay- 
ment from our Allies or in indemnities from our 
enemies will be available in so far as they arc 
capital for the reduction of our National Debt, 
and in so far as they are interest charges for the 
relief of our own interest charges, and either way 
indirectly for the relief of the burdens which 
I am now going to ask the Committee to assume. 

Before explaining the methods by which he 
proposed to raise this large sum, the Chancellor 
dealt with two subjects, the first of which was 
land values duties. He said: I do not need 
to remind the Committee that at the time of their 
birth those duties were the subject of fierce and 
prolonged debate (hear, hear), and as fate would 
have it the Prime Minister and I took opposite 
sides. There is a certain deUcacy in a Chancellor 
of the Exchequer touching the handiwork of 
his existing chief, and it is not made easier if the 
Chancellor of the Exchequer before being a 
Minister serving under the Prime Minister was 
one of his ifiost active opponents (hear, hear); 
but fortunately on this occasion I have the benefit 
of the advice of the Prime Minister instead of 
having to fear his opposition. (Cheers.) And 
I am glad to be relieved of that by at once stating 
that the Prime Minister and myself, no less than 
the rest of our colleagues in the Government, 
are entirely a^eed as to the course that ought 
to be pursued. (Hear, hear.) Hon. memwrs 
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interested in this subject know that from the first 
the Revenue yield of these duties has been 
disappointing, but that is not all, and it is not 
the worst. For one reason and another, in 
consequence in part perhaps of the original 
character of the taxes, in part of the inherent 
difficulties of attempting at one and the same 
moment to carry out all over the country a new 
and unparalleled valuation and simultaneously to 
raise revenue upon it, and in part, and in no 
small part, owing to decisions of the Courts, 
the legal propriety of which I must not be thought 
for a moment to question, the tax by now has 
become unworkable. (Cheers.) In certain cases 
duty is declared to be leviable in circumstances 
in which Parliament never intended to exact it, 
and in which admittedly it would be unfair and 
contrary to the public interest to levy it, and 
legislation to reverse that judgment was only 
held up in consequence of the outbreak of war. 
In other cases the taxes, owing to other decisions, 
cannot be levied, nor can even a valuation be 
made upon which any tax can be levied. The 
result is, as I say, that the taxes in their present 
form are unworkable. They must either be 
amended or repealed. They cannot be left in- 
definitely as they are. 

But if I were to attempt the task of amendment 
or repeal at this moment in the present divided 
state of public opinion on the subject, and in 
the absence of full knowledge as to the facts of 
the case, I Should be inviting, as we hope on the 
eve of the conclusion of peace, a recrudescence 
of all the old controversies which we have for- 
gotten during the War. Under the circumstances 
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the Prime Minister and I joined in recommend- 
ing to the Cabinet that before action is taken the 
present position of the duties should be referred 
to a Select Committee of this House in or 4 er 
that they may explore it, and may recommend 
a course of action in regard to it. We hope that 
such a careful inquiry, before which all parties 
can be heard, may secure something in the nature 
of common agreement as to the best course to 
pursue in future. 

It is fair that I should add that whilst neither 
the Prime Minister nor I wish to prejudge or 
to attempt to prejudice the decision which 
such a Committee may form upon the duties or 
upon any taxation which may be introduced in 
their place, we both think it is of importance that 
there should be a trustworthy valuation of the 
land of the country available for public purposes 
whenever it is required. (Cheers.) 

I must say something about motor spirit. 
(Hear, hear.) It was imposed by the 1909 
Budget. The full duty, formerly 3d. per gallon, 
raised in 1915-16 to 6d., applies only to cars used 
for private purposes. Cars used for trade or 
husbandry, hackney cars, cars of doctors or 
veterinary surgeons when used for professional 
purposes, are all entitled to a rebate of half 
the duty. Motor fire-engines and certain other 
cars are entitled to free spirit. Petrol used by 
stationary engines, motor-boats, and aeroplanes, 
or for cleaning purposes is also free. In 1913-14 
the year before the War, about 47,000,000 gallons 
paid full duty, over 40 millions paid half duty, 
and about 8 milhong were delivered free of duty. 
I think the Committee will see that a tax of that 
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character is open to serious objection. (Hear, 
hear.) It is complicated, and therefore expen- 
sive to administer and collect. (Hear, hear.) 

In the second place, the test of dutiability is not in 
the nature of the article, but in the use to which 
it is applied. The same quahty of spirit is 
dutiable if applied to one purpose, and not 
dutiable if applied to another. 

The machinery for differentiating the duty 
prescribed in the Act is that the duty is to be 
collected at the full rate and repayment made 
where the user is entitled to an abatement. 
In practice the extreme inconvenience of this 
is overcome in the case of some large users. Such 
as the London Omnibus Company, but the 
examination of the claims for rebate from small 
owners gives rise to an immense amount of 
trouble and an immense consumption of time and 
irritation, which is correlative not to the value of 
the tax so much aS to the trouble of investigating 
the claim; and, lastly, as the Committee wiU 
observe, in a tax of that kind So levied there 
is a wide opportunity for evasion and for fraud. 
(Hear, hear.) I think there will be a great deal 
to be said for levying the charge, whatever it 
may be that we wish to levy, on the users of 
motor-cars in some other form than in the form 
of petrol, but a satisfactory scheme of licensing 
could only be worked out after conference with 
the various interests affected, and I desire before 
making any proposals on the subject to have the 
advantage of the advice and assistance of the 
Minister of Ways and Communications as soon 
as the House has placed him in the saddle. I 
propose, therefore, to discuss this question with 
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him in the interval between the present and the 
next Budget, and I hope by next Budget day 
that I or my successor may be in a position to 
make proposals in regard to them. 

As to the existing Excise duty on motor spirit, 
that duty yields only a trifling revenue of some 
£50,000 a year, derived entirely, I think, from 
Scottish shale oil. But a difficult position has 
recently arisen in regard to benzol manufactured 
in this country. Before the War benzol was one 
of those spirits which were occasionally and 
experimentally used for propelling motor-cars, but 
were not taxed when so used. In refraining from 
taxing it the Board of Customs and Excise acted 
uj)on instructions issued by the present Prime 
Minister, and announced in the House of Commons 
in the early days of the new tax, to the effect 
that they were to aim at the taxation of spirit 
which was ordinarily and generally used for 
driving motor vehicles, and not to attempt to 
levy the. tax on the various substances which, 
though not generally used as motor-car fuel, could 
be or were occasionally used as substitutes for 
or in association with it. That was the position 
up to the War. The War has changed the 
position completely. During the War the pro- 
duction of benzol for war purposes was stimu- 
lated by the Munitions Department with remark- 
able results. There is now in existence a manu- 
facturing industry with large stocks of spirit 
which the Munitions Department no longer 
requires, and large continuous output amounting 
now to about 100,000 tons a year, of which 
70,000 tons, or thereabouts — that is equivalent 
to 31 million gallons — is available for motor 
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fuel The Minister for Munitions promised to 
hand over these stocks to the trade for the use 
of motor petroL The Petrol Control Committee 
undertook to release for motor fuel as much as 
could be put on the market. Then4:he Board of 
Customs and Excise felt it to be their duty 
to step in and to issue a warning that benzol 
so applied might be subject to taxation. I have 
to consider what is to be done. We have here 
a case of an industry found vital during the 
War, created and stimulated for war^ purposes, 
practically created at Government instigation 
and under Government guidance, and that 
industry is suddenly confronted with the loss of 
its market owing to the cessation of the War. 

That is not all. Benzol is not only important 
to the nation as an additional indigenous source 
of supply of motor fuel, but it is a very irnportant 
ingredient in the dyeing industry, an industry 
which, as the Committee knows, has been found 
so vital to our existence and to our trade that 
not only this but preceding Governments have 
done everything in their power to establish 
it and to promote its growth in tins country. 
Under the circumstances, and acting on the 
advice of the Board of Trade, I propose to give 
legal authority for the exemption of benzol 
from taxation by repealing the Excise duty, 
and I am glad to think that the Scottish shale 
industry, an industry which it is also in the 
national interests to develop, will, of course, obtain 
the advantage of the repeal.^ 

There is another subject in regard to motor 
spirit— viz., motor spirit licences. The motor 
Spirit licence duty was imposed as a war measure 
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to restrict the use of private motor-cars at a 
time of shortage. Its revenue effect was purely 
secondary. The necessity for restriction has 
now gone. The licence duty was collected by the 
Petrol Control Department of the Board of 
Trade, a Department which, I think, did its 
work extremely well, but which is now in process 
of being dissolved. I am told that if we abolish 
this Small licence duty”, with all its anomalies, we 
shall at the same time enable the Board of Trade 
to put an end to this Department, with its 300 
officials. (Lo\id cheers.) 

That brings me to a subject which I, at any 
rate, regard as the most important feature of 
the present Budget. I come to the establishment 
of Imperial Preference. I am not propounding, 
and cannot propound to-day, the general trade 
policy for this country. If the steps which are 
found to be nece.ssary require legislative sanction, 
that Sanction must be given in some other 
measure than the Finance Bill. For the present, 
my task is only to give effect and assent to the 
declaration of the Imperial War Cabinet and 
the Imperial War Conference two years ago, 
in which the representatives of the British 
Government concurred that, as soon as possible, 
preference on duties now or hereafter existing 
should be introduced for goods of Imperial 
origin. 

The range of our present Customs duties is 
not wide, though it covers more articles thsm 
people are apt to suppose. Only three Colonial 
or British oversea products fall into the categories 
subject to duty at the present time in any 
large quantities — ^namely, tea, cocoa, and rum, 
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but there are many other dutiable articles 
which appear in our Customs returns from His 
Majesty’s possessions overseas. I need name only 
such articles as coffee, sugar, tobacco, and 
wine. 

But though the beginnings may be small, the 
measure of what I am inviting the Committee to 
do is not the amount of British Imperial trade 
which secures preference at this moment, but 
the opportunities for the development of that 
trade which I invite the Committee to open out. 
There is room for vast extension. There never 
was a time when it was more important to the 
Empire as a whole or to us in particular that 
development should take place. From the 
small beginnings of to-day, I hope that many 
members of this House will Hve to see a reaUy 
wide structure of inter-imperial trade develop. 

In deciding on the form which preference is to 
take I have had four main considerations before 
me. In the first place, the preference should be 
Substantial in amount. In the next place, the 
rates should as far as possible be few and simple. 
Thirdly, where there is an existing Excise duty 
corresponding to the Customs duty which is 
affected, the Excise duty must be proportionately 
altered. We cannot give preference at the 
expense of the home producer. (Hear, hear.) 
Lastly, in carrying out this policy, I have to 
remember the interests of our Allies and, as far 
as practicable, to avoid increasing duties on their 
products for the purpose of giving preference. 

As I have said, the range of our existing duties 
is small. It falls mainly into three classes: 
First, there are the new Customs duties imposed 
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by Section 12 of the Finance Act (No. 2), 1915, 
which carry with them no corresponding Excise, 
on cinematograph films, clocks and watches, 
motor-cars and musical instruments. On these 
duties I propose to fix the preference at one-third, 
which is what I may call the general Empire rate 
in so far as a general Empire rate exists. 

The next class comprises taxes on consiunable 
commodities apart from alcohol. These are, in 
essence, revenue duties pure and simple. On 
these in many cases the duties are themselves very 
high in relation to the value of the article, and a 
preference of one-third would be both more than 
I could afford, and more than I think is necessary 
or justifiable. Before coming to any definite 
decision, I thought I ought to take consultation 
with the interests affected. I accordingly ap- 
pointed a small Departmental Committee of 
representatives of the Colonial Office, the India 
Office, the Board of Trade, and the Board of 
Customs and Excise, and asked them to get into 
touch with representatives in this country of the 
producers, importers, and manufacturers of the 
articles affected, and to ascertain their views as 
to the probable effect of preference on the trade 
and industry of the Umted Kingdom and the 
British Possessions and on the rate of duty. 

After considering the views of the interests 
affected, as gathered by that Committee, I have 
come to the conclusion that for preference on this 
class of articles I should be justified in recom- 
mending to the Committee a rate of one-sixth 
of the duty. 

I ought to say at this stage that I propose 
that, in the two classes of goods with which I 
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have already dealt— viz., the duties on manu- 
factured articles and the duties on consumable 
commodities other than alcohol — the preference 
should be given by way of reduction of the 
existing duties on Colonial produce, and not by 
way of surcharge on foreign produce. 

My right hon. friend asked me to give some 
further information as to the character of the 
articles concerned. The most important is tea. 
The estimated revenue from tea in the coming year 
is, without the change in duty, £16,000,000. The 
duty is IS.; the preference will therefore be 2d. 
In normal circumstances before the War, when 
the importation of tea was unrestricted, nearly 
90 per cent, of the tea was already Empire-grown. 
The result, therefore, of the grant by way of 
preference will practically be equivalent to the 
reduction of the duty on tea, and I anticipate 
that that will lead, as it always has led, to a 
largely increased consumption. In the circum-- 
stances, the loss for a full year involved in that 
preference may be put at £2,300,000, but will not 
be more in the current year, which is not a 
complete year, than probably £1,800,000. 

The next article is cocoa. The estimated 
revenue from cocpa is £2,400,000. About two- 
thirds of our imports now come from Empire 
sources. Preference at the rate of one-sixth 
would be worth 7s. per cwt., meaning a loss of 
revenue of about £200,000. The revenue from 
coffee is small — £650,000 — and a small proportion 
— only about 20 per cent, of our imports at 
present — comes from Empire sources. The 
amount which could be grown in the Empire is 
capable, I think, of almost limitless expansion. 
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(Hear, hear.) The preference of one-sixth, which 
is worth 7s. per cwt., would mean on the present 
proportion an immediate loss of revenue of 
£ 20 , 000 . Chicory will, of course, follow coffee, 
as it always does, and the Excise duty will be 
proportionately reduced. 

Now I come to sugar. The estimated Customs 
revenue from sugar is £39,000,000. Only a very 
small portion of the imports, 7 per cent., comes 
from Empire sources. The preference would be 
worth 4s. per cwt., and would mean a loss of 
revenue of about £500,000. The Excise duty 
on beet sugar produced in this country will, of 
course, be similarly reduced. It already stands at 
2s. 4d. per cwt. less than the Customs duty. 
Dried fruits are only a small matter. I need not 
trouble the Committee with the figures, but the 
preference will be given on them also. 

Coming now to tobacco, the estimated revenue 
on the present basis is £47,000,000. Only 2 per 
cent. 01 the imports come from Empire sources, 
but a very considerable expansion is possible. 
A preference of one-sixth, or is. 4d. per lb., on 
unmanufactured tobacco, a rate which govei^ 
the other duties, is a substantial one, and will, 
I hope, stimulate increased production in India 
and the Colonies concerned. The Excise duty 
on tobacco grown in the United Kingdom wifi, 
again be correspondingly reduced. In the case 
of both tobacco and sugar irt is proposed that the 
preference to the manufacturers should be based 
on the amount of the British-grown product in 
the import. With regard to motor spint, the esti- 
mated Customs revenue from which is £2,200,000, 
only about 18 per cent, comes from Empire 
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sources, and a preference of one-sixth, or id. per 
gallon, may mean a loss of revenue of about 
£60,000. I have decided for other reasons, as 
I have already explained, to recommend the 
abolition of the Excise duty. 

I come now to the third class of dutiable 
articles, beer, wine, and spirits. There is no 
importation of Colonial beer. The atrange- 
ment of a preference would be complicated 
and difficult, and at any rate we may safely 
neglect it for the time. I propose to do the 
same, for the same reason, with table waters, 
matches, and playing-cards. Cards are hardly 
worth mentioning except that I might be 
attacked afterwards for conceahng what I was 
doing or was not doing. The estimated revenue 
from wine on the present basis is £1,250,000. 
Only about 7 per cent, of the imports come from 
Empire sources at present. The industry, how- 
ever, is one which is being developed, and is 
capable of being further developed both in South 
Africa and Australia, and both Dominions attach 
importance to it. At present the wine duty 
is levied at two rates — is. 3d. and 3s. a gallon, 
according to strength. A preference of one-sixth 
on those small duties would, I am advised, be 
quite ineffective. On the other hand, in con- 
sideration of the interests of our Allies, notably 
of France and Portugal, and of some neutrals, 
we are unwilling at such a moment as the present 
to raise the duty on a very important article 
of their export. We propose, therefore, to give 
the preference by way of reduction, and to allow 
6d. on the lower rate of is, 3d. and is. on the 
higher rate of 38. There is an additional tax 
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on wines imported in bottles of is. a gallon on 
still wine and 2S. 6d. on sparkling. I propose 
to allow 6d. preference on the first and gd. on 
the second. Spirits constitute my most diffi- 
cult problem. The State derives a very large 
revenue from the Excise duty on spirits manu- 
factured in this country, and it is essential that 
preference shall not be given in a form which 
would appreciably reduce the yield. For that 
reason it is necessary to take spirits in a cIms 
apart, as an exception to the general rule which 
I have followed. To give a preference by re- 
duction would involve a corresponding reduction 
in the Excise duty and a loss of revenue which 
I am unable to ffice. For the purpose of the 
duties, spirits are divided into five classes, four 
subject to Customs duty — rum, brandy, Geneva, 
and other sorts, and the fifth, home-made spirit, 
including whisky, subject to the Excise duty. 
Over 8o per cent, of the rum comes from Empire 
sources. The imports from the Empire of other 
spirits are at present small, and I think likely to 
continue so, at any rate for a long time to come, 
though they arc capable of some development. 

As regards the amount of the preference, I have 
come to the conclusion that anything like a 
rate of one-sixth with such high duties as are 
charged would be too high. It would amount 
to 5s. a gallon on the rate of duty in force, 
and a larger amount if this duty is increased. 
I propose, therefore, to fix the rate of preference 
at 2 s. 6d. per gallon, not by a reduction in the 
duty on Colonial spirits, but by an increase in 
the duty on foreign spirits. That will give me 
a slight additional yield of revenue. The effect 
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of the preference proposals as a whole on revenue 
will be a reduction of ;^2, 500,000 in the current 
year, and something over £3,000,000 in the full 
year, and without allowing for any large increase 
in the imports of Colonial products. The great 
bulk will be in respect of tea. 

Now as to the date on which preference will 
take effect. The general date I propose is ist of 
September, so as to allow time for administra- 
tive machinery to be set up. But tea requires 
special treatment, as the great bulk of the 
supply comes from the Empire. To postpone 
the introduction of the new rate too long might 
lead to the withholding of stock, and the con- 
sumer going short. After consulting the dis- 
tributing interest, I propose that the reduced duty 
should come into force on 2nd of June. If these 
results are small, it must be remembered that the 
immediate bulk of Colonial products affected is 
small, but the results both on the revenue and, 
as I hope, on the trade will be seen increasingly 
as the years go on. 

At last I come to the new taxation which I 
propose to impose. I confine myself at this 
moment to saying that I do not propose to proceed 
with the luxury tax. I am quite ready to give 
my reasons for this, but I think that I should 
unduly delay the Committee if I did so. Dealing 
first with spirits, I may remind the Committee 
that it was found necessary to restrict the delivery 
of spirits from bond as from the ist of April, 
1917, to a limit not exceeding 50 per cent, of the 
deliveries of 1916, Owing to a variety of causes, 
including the restriction above referred to, the 
increased duty on spirits, the operation of the 
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immature spirit duty, and I am afraid I must add 
some withholding of stocks, the supply of spirits 
fell short of the demand and prices rose to an 
extent which led the Food Controller, in con- 
sultation with my predecessor, in the spring of last 
year to limit them by imposing a maximum scale 
of prices, which were announced by Budget day, 
and provided for a substantial increase in the 
then duty. Two changes affecting the position 
have since occurred. In the first place, the scale 
of prices was revised in August so as to afford 
relief to a section of the trade which had bought 
their stocks at somewhat inflated prices, and had 
not then had an opportunity of disposing of them. 
The quantities allowed to be delivered from 
bond were increased as from the 24th of February 
last from 50 to 75 per cent, of the quantities de- 
livered in 1916, bringing the authorised clearance 
up to 21,400,000 gallons a year. Both of these 
changes liave further increased the profits of 
the trade, and they are now in tlie aggregate 
more tlian m3i' predecessor estimated, and more 
than, I think, is reasonable. The Committee will 
not be surprised, therefore, to learn that I propose 
to ask that part of these profits at any rate 
should be diverted to the Exchequer by a further 
increase in spirit duty from 30s. to 50s. per proof 
|;allon. This increase will involve some read- 
justment of trade prices to prevent the burden 
falling unequally on different sections of the 
trade. The scale, consequently, has been revised 
so as to distribute the additional duty as equit- 
ably as possible throughout. The alteration will 
only affect the consumer in a few cases, such as 
the price of spirits sold to him in bottle, or in jar 
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or cask. Owing to the great rise in the cost of 
bottling and the prices fixed for the bottle and 
the glass respectively the sale of spirits by glass 
has been much more remunerative than the sale 
by bottle, and I think that some of the difficulties 
complained of in the early part of the year during 
the epidemic of influenza in reference to the ob- 
taining of spirits were due to this cause. That 
increase will produce an additional revenue of 
£21,650,000 in the full year on the present 
authorised amount of clearance. For the current 
financial year, a month of which has already 
passed, it will bring in an increased yield of 
£19,850,000. 

I pass by a not unnatural transition from 
spirits to beer. A year ago, when the authorised 
annual output of beer was 33J per cent, of the 
1916 output my predecessor found that excessive 
profits were being made, that the prices charged 
to the consumer were higher than could be 
justified by the then existing conditions. He 
accordingly decided, in consultation with the 
Food Controller, to increase the duty from 25s. 
to 50S. a barrel. At the same time the partial 
control of prices previously instituted was con- 
tinued in a modified form. The order limiting 
prices did not touch sales on any portion of 
ncensed premises other than public bars, and it 
did not refer to all articles sold. It did not touch 
draught beer above 1054 degrees o^ any bottled 
beer. The controlled prices which were fixed so as 
to enable the trade to secure sufficient profit with- 
out unduly raising the prices of the beer were not 
affected by the order. It was, however, subse- 
quently found that for beers of higher gravity and 
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bottled beers the prices charged were in many 
cases increased much beyond the limit which would 
have provided a reasonable profit. Further, 
after the armistice it became possible to some 
extent to meet the public demand for more 
and better beer, and as from the ist of January an 
additional quantity has been allowed to be brewed 
at a higher average gravity. The increase, 
which was in the proportion of 25 per cent, of the 
standard barrelage for 1918, had, of course, the 
effect of reducing the cost of production, and 
the trade was thus in a position to make still 
larger profits than before. In view of that, the 
Government thought it right to warn the trade, 
that while they might have the run of those 
profits until Budget day, they must expect an 
increase of duty at that time. A new scale of 
prices was issued at the same time that the 
increased barrelage was allowed. This scale 
allowed a fair margin of profit for further taxation 
to be taken in respect of the increased barrelage. 

The necessity which existed during the War of 
rigidly restriticng the amount of grain to be used 
in brewing has now passed away, and the Govern- 
ment, after full consideration, are prepared to take 
a further step in alloMnng increased supplies of 
beer and of wer of a better quality. Brewers 
will be accordingly allowed to increase their output 
by 50 per cent, on their 1918 barrelage. This, 
added to the 25 per cent, increase sanctioned 
last January, will mean that the restricted 
barrelage which was allowed in 1918 will be 
increased by 75 per cent., bringing the total 
authorised barrelage for the year up to 20,000,000 
banrels, compared with the pre-war barrelage 
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of 36,000,000. In order that the consumer 
may be able to obtain beer of better quality, 
brewers will be at liberty henceforth to brew to an 
average ^avity not exceeding 1040 degrees in 
Great Britain, as compared with the 103a which 
is the existing limit, and with the pre-war gravity 
of 1050 under unrestricted conditions. The 
average gravity of beer brewed in Ireland, which 
has always been higher, will remain at 1047, 
as compared with 1065 before the War. (An 
hon. member. — Why ?) In consequence of the 
particular conditions and character of that trade. 
(La.ughter.) This increase in the average gravity 
which the brewers in Great Britain are allowed 
to brew will, I hope, go far to remove the grievance 
of which some of them have complained that they 
were unable to maintain their special trade at the 
low gravity hitherto imposed upon them. The 
effect of further relaxing the restrictions on 
output while continuing the present scale of 
prices to the consumer, which we do not propose 
to alter, will be to increase the margin of profit 
for taxation beyond what was contemplated 
when the prices were fixed in February last and 
the trade warned. 

I now feel justified in proposing to appropriate 
to the Excheqxier from these profits a total 
amount of 20s. per standard barrel by raising 
the duty from 50s. to 70s. In fixing this rate 
of duty I have had to consider the diversity of 
conditions existing in the trade, and to give fair 
consideration to those who are least fortunately 
situated. I will indicate very shortly the effect 
of the proposal on the revenue of the current year. 
I put my estimate of the revenue from beer on 
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the existing basis of taxation at £37,800,000, 
and by the existing basis I mean the existing 
barrelage and the existing rate of duty before 
any alterations are made. Any increase of output, 
of course, increases the yield of the tax quite 
ajpart from any increase in duty. In estimating 
the additional revenue I shall secure I have to 
take account of both the increased number of 
barrels on which duty will be paid and of the 
increased rate of duty on each barrel so charged, 
and I estimate that the combined effect of these 
two increases will be £31,200,000 for a full year 
and for the current short year £22,200,000. 
The Government desire that I should add that the 
character and nature of the control to be exer- 
cised over this trade in alcoholic drink is now 
occupyi:^ the attention of His Majesty’s Govern- 
ment. That is not wholly or mainly a revenue 
matter, but we think it right to say that should 
at some future time a yet further increase of 
barrelage be allowed, that would be a fair reason 
for a still further increase in taxation. 

In this connection I have one small change to 
propose, which I think is fair and right, with 
the object of bringing the charges on beer made in 
private houses into some kind of correlation with 
the increased charges now made on beer brewed 
for sale. The provisions of the existing law are of 
long standing, and however appropriate they 
may have been to a time when the beer duty was 
6s. 8d. a barrd, they are not suitable when the 
duty is raised to 70s. a barrel, and when brewers 
for s^e are still restricted as regards out|)ut and 
gravity. I thought first of all that it might be 
possible, in view of the new high rates, to prohibit 
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domestic brewing altogether, but in deference 
to an old-established custom in certain agri- 
cultural districts I refrained from taking that 
course, though I could not view with equanimity 
or patience a. large increase of private brewing 
in consequence of the increased duty imposed 
upon the brewers for sale. In the case of private 
brewers who now pay beer duty no change is 
necessary, and they will remain as at present 
liable to beer duty, subject to the nominal 
registration duty of 4s. In the case of persons 
who do not pay beer duty, I do not propose to 
impose the beer duty, as such, but to make them 
pay their contribution to the Exchequer by way 
of a licence duty. The revenue effect of these 
changes is negligible, except as some measure of 
protection against loss of revenue from other 
sources, but I think they are necessary for that 
purpose and for fairness. 

I turn now to direct taxation. The Excess 
Profits Duty in its present form is a war tax. 
It was imposed under the stress of war, and when 
in the midst of the enormous burdens we had 
to bear it was felt that profits in excess of pre-war 
profits might justly be called upon to make 
special contribution. It is open to many objec- 
tions, but it was a rough-and-ready method of 
justice which Parliament, in its then, happily, 
not very critical mood, accepted without too 
much difficulty, and the revenue results of it 
have been most satisfactory during the war period. 
It was imposed for the first year at 50 per cent, 
then for a period at 60 per cent., and since the 
ist of January, 1917, at 80 per cent. It has 
been a good revenue-raiser, but there are great 
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objections to it. In the first place, it operates 
with unfairness and inequality as between firms 
with a good pre-war standard of profit and firms 
with a poor pre-war standard or no pre-war 
standard at all. 

In the second place, at the existing high rate 
it has encouraged wasteful expenditure. When 
£4 out of every £5 would have gone to the State 
if not spent by the owner, he was inclined to 
lavish expenditure on his business. But, more 
than that, it cannot be doubted that a fiat rate 
tax of 80 per cent, on all profits over pre-war 
standards or where there was no pre-war 
standard over a small margin acts as a great 
deterrent to enterprise, industry, and new 
development. I do not wish under these circum- 
stances to contimie the tax a moment beyond 
what is necessary at so high a figure as at present. 
It would be contrary to public interest, and I do 
not propose to do it. On the other hand, I have 
to remember that this is a war tax, that the war 
expenditure is still continuing and that even after 
peace is signed war expenditure and the burdens 
of war will still remain, and that I am not in 
a position simply to repeal the duty without 
finding anything to put in its place. 

Under these circumstances my first effort was 
to find some form in which the profits of businesses 
might be called upon to make a special contri- 
bution to the revenue of the country without 
the anonaalies and the objections to which the 
present tax is subject. I had before me sugges- 
tions made to that effect by Sir J. Harmood- 
Banner, by Mr. J. F. Mason and by Mr. Liond 
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I had also the example of taxation imposed 
with similar objects both in the United States 
and in Canada. My information is imperfect, 
and the time at the disposal of myself and my 
colleagues has been short, and we have been 
subj ect to other daily grave preoccupations . I need 
not say that if a new tax is to be imposed, it 
would in any case be necessary that it should be 
carefully thought out and its advantages and 
disadvantages carefully we^hed in order that 
we should not repeat the anomalies or injustices 
of the existing tax. Therefore the form of the 
tax would be of great importance, and such an 
inquiry takes time. I have had other suggestions 
made to me, but the Government have not been 
able to give to the subject in the weeks before 
the Budget the attention which it requires for a 
satisfactory solution. Under the circumstances, 
therefore, I propose to the Committee, as a 
temporary measure, and only as a temporary 
measure, to continue the existing tax for 
another year at the reduced rate of 40 per 
cent. (Cheers.) I anticipate that the yield of the 
excess profits duty on this basis for a full year 
will be £ 50 , 000 , 000 . It must not be supposed 
that the yidd of the 80 per cent, rate under war 
conditions is at all a safe guide as to the yield 
under post-war conditions. I have to allow for 
the right of recoupment which is given by statute 
under certain conditions to those who have paid 
the tax. I have to allow for the fact that the 
high yield of the tax, and, indeed, the initiation 
of the tax itself, was based upon the fact that 
certain businesses were making extraordinary 
and abnormal profits. Under these circumstances. 





althoi^h the estimate must, of course, be a very 
rough and hypothetical one, I am advised that it 
would not be safe to count upon a revenue of 
more than £ 100 , 000,000 if the tax continued at 
80 per cent., and I expect a revenue of ;£5o, 000,000 
at the lower rate of 40 per cent. 

Now I turn to the death duties. The last 
alteration in the scale of the estate duty was made 
in the first Budget of 1914, and it has not been 
altered during the War. I think that my prede- 
cessors were right in so doing. Death duties are 
not a suitable instrument for meeting a temporary 
emergency. It requires a generation for all the 
properties subject to the tax to pass under it, 
and accordingly it is only when you are con- 
sidering a permanent increase of revenue that the 
death duties ought to be raised. We have come 
to the time when we have to consider permanent 
increase of revenue, and I propose to ask the 
Committee to sanction such an alteration in the 
scale as is estimated to produce in a full year 
a sum of £10,000,000. No change is made in the 
case of estates under £15,000 in value. Estates 
between £15,000 and £20,000, which now pay 
at the rate of 5 per cent., will in future pay at 
the rate of 6 per cent. The present rates rise 
from 6 per cent, to 9 per cent, in respect of estates 
of between £20,000 and £100,000. A corres- 
ponding rise in the new scale would be from 7 per 
cent, to 14 per cent. At present an estate of 
£250,000 pays 12 per cent. I propose in the 
future that it shall pay 20 per cent. The rate 
is now 16 per cent, on estates of over £500,000, and 
the proposed new rate is 25 per cent. Ihe maxi- 
mum rate on the existing scale is 20 per cent. 


NATIONAL FINANCE 


THE BtJDGET OF 1919 139 

applicable to estates of over £1,000,000. I 
propose that estates between £1,000,000 and 
£1,250,000 should in the future pay 30 per cent. ; 
estates between £1,250,000 and £1,500,000, 32 per 
cent.; and between £1,500,000 and £2,000,000, 
35 per cent. ; and that estates of over £2,000,000 
should pay 40 per cent., or double the existing 
rate. (Cheers.) 

I do not attempt to hide from the Committee 
the fact that these are very onerous rates. They 
constitute, taken in conjunction with the income 
tax, a further differentiation between wealth 
derived from continuing personal exertion and 
wealth derived from accumulated capital, but they 
are more than that. They are an insurance for 
the safety of capital. Montesquieu said that 
taxation was “ that part of his wealth which each 
citizen gave to obtain the secure enjoyment of 
the reiminder.” There has been a good deal of 
discussion of late about a levy or tax on capital. 
If by .a tax on capital is meant a small annual 
charge, then I think that that charge is as widely 
distributed and more fairly and conveniently 
raised in the shape of our income tax. If, on the 
other hand, there is meant a large levy on capital, 
a large slice to be taken out of accumulated 
capital, then I beg the Committee to consider 
what the result might be. It is a bad time to 
propose such a tax when, for the past five years, 
you have been hogging people to save, and when 
you are still obliged to ask them to save and to 
give you their savings. It is a bad time to tax 
those who have responded to your appeal by 
reducing their expenditure and making econo- 
mies, and to let those go free who disregarded 
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your instructions and who spent their money 
when it was not in the interest of the State, 
or in ways which were not in the interest of the 
State. 

Consider a levy on capital apart from the cir- 
cumstances of the moment. The death duties 
make such a levy, and they make it once in a 
lifetime, at a time when the taxpayer receives an 
accession of income, and since they are levied only 
at death, and we do not all die at the same time, 
the process of making the valuation and of 
levying the tax is a task of manageable pro- 
portions. It can be done justly and fairly as 
between man and man, and it can be done with a 
minimum of evasion or of fraud. Since only 
a portion of the capital* of the country is dealt 
with in any one year, the tax is paid without 
any disturbance of credit, and without any 
depreciation of securities to the detriment either 
of the State itself or of the home. If a levy 
was to be made on all the capital of the country 
at one and the same time by the tax collector, 
all these advantages would be lost. To make 
an efficient valuation, fair as between man and 
man, and fair as between the revenue and the 
State, wordd exceed the power of any revenue 
administration in the world, and I make bold 
to say that our own is the best. It would 
exceed their power at any time, and still more 
now, when the staff is still depleted owing to 
the War, and when they are charged with the 
overwhelming new responsibilities which the 
War has brought. It would be open to all the 
objections which arose and all the difficultly to 
which simultaneous valuation of the whole land dt 
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the country and the taxation of the land of the 
country gave rise under the Land Values Duty, 
and open to those objections on a vaster scale, 
because you would have to value not only real, 
but personal property. Since very few people 
would have money lying idle sufficient to pay 
their obligations under the tax, it would mean 
an immense disturbance of credit. Everyone 
would be seeking to sell securities of one sort or 
another, and where ail are sellers who would 
be buyers, and who shall measure the loss to the 
country by the depreciation of all securities 
(cheers), and who shall measure the loss to the 
individual through the same cause ? 

If to avoid these difficulties the State takes 
payment in kind then all the difficulties of valua- 
tion stm remain. The State cannot refuse to 
accept property of any kind at a valuation which 
itself has put upon it, and we should be left the 
owners of parcds of land, odd parcels of shares, 
in every conceivable part of the country and in 
every conceivable undertaking, many of them 
of very doubtful value and very difficult to realise. 
I will only add that if it were thought that this 
expedient, once resorted to, would, as well might 
be the case, and as some desire should be the 
case, be resorted to again at every moment of 
difficulty or of extravagance, it would then be 
the greatest possible discouragement to industry 
and enterprise that the mind of man or Parlia- 
ment could devise. It would be the strongest 
deterrent to saving and the creation of new 
capital, and it would be the strongest incentive 
to wasteful expenditure and to the dissipation or 
withdrawal of existing capital. I say boldly 
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that whatever be our views on the distribution 
of wealth or on the respective shares of the fruits 
of industry to which capital and management and 
labour are entitled, our great need now and for 
years to come is that we should have, not less 
capital, but more capital (cheers), and I hope 
the House will lend no countenance to so 
hazardous and, in my opinion, so disastrous an 
experiment. I estimate, as I liave said, that 
this new scale of death duties will add ;^io, 000,000 
in a full year and £2,500,000 in this year, and it 
will take effect from the ^te of the Royal assent 
to this year’s Finance Bill. 

lliere is one small matter in this connection 
with which I must deal — the existing rate of 
interest charged in respect of outstanding death 
duties at 3 per cent, lhat no longer corresponds 
at all to the value of money. It acts as an 
encouragement to postpone the payment of 
duties. Without wishing to suggest for a moment 
anything in the nature of a vindictive or punitive 
yf-^-rate, I think it would be proper now to raise 
the rate to 5 per cent. 

Before we leave the subject of the death duties, 
let me say that certain relief was granted from 
the death duties as regards the estates of members 
of the Forces, mercantile marine, and fishermen, 
I now propose to extend these provisions in two 
respects. At present the death must have 
occurred within twelve months of the wound, 
accident, or disease to which it was attributable. 
Experience has shown that that period is not 
long enough to cover a considerable number of 
cases which fall within the spirit if not the letter 
of the law. I propose to extend the period to 
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three years and to give that2^extension retro- 
spective effect. (Cheers.) 

Further, I hope the Committee will agree that 
there should be power to grant relief to persons of 
the categories named dying within the same period 
of three years as the result of wounds, accidents, 
or disease occurring after the War, but as a direct 
consequence of the War. I have in mind such 
cases as military operations, if they continue 
anywhere after peace is signed, and cases where 
death or accident may be due to mine-sweeping 
or removal of dangers which the War has left 
behind. Provisions to that effect wiU be inserted 
in the Finance BUI. 

I come now to income tax. (Cheers.) I have 
already mentioned the satisfactory yield of 
income tax last year. In the current year we 
expect to do even better. Last year’s income tax 
and super tax together produced ;^29i,ooo,ooo. 
This year we estimate them to produce 
£354,000,000, an increase of £63,000,000, with- 
out any further change in the rates. Apart 
from normal growth, the increase is due to two 
causes— first, owing to the imposition of the 
tax at higher rates last year, the arrears carried 
forward are at a higher figure; and second, this 
year will see a full collection under Schedule A, 
whereas, owing to the introduction of the instal- 
ment system, only one-half was collected last 
year. 

Now what am I to do about it ? The Com- 
mittee knows that a Royal Commission has been 
appointed to investigate income tax and super tax 
and all the problems to which they give rise. 
It was recognised before the War that the time 
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had come for such an inquiry. The higher rate has 
increased the anomalies of the tax and rendered 
greater any hardships which were endured: But 
the pre-War rate is nothing compared with the post- 
war rate. Accordingly all these anomalies and 
grievances pressed more urgently for considera- 
tion, and new ones were created by the circum- 
stances of the War. I therefore appointed a 
Royal Commission as soon as I could after 
entering office. I do not know what the report 
of that Commission may have in store for the 
taxpayer or the Chancellor of the Exchequer. 
The taxpayer, I imagine, views it with hope. 
The Chancellor of the Exchequer looks forward 
to it with foreboding. Whatever may happen, 
they are likely— -I think they are certain— to 
propose gr€at changes, and great changes are 
seldom made in a tax without decreasing its 
yield at the then existing rate. Under the 
circumstances I have thought that the wisest 
course for me to pursue was to make no change 
in the income tax (cheers) pending the report 
of that Commission, except so far as may be 
necessary to carry out special undertakings 
already given, such, for example, as the exemption 
from income tax of wounds and disability pensions 
and of gratuities payable on demoDuisation. 
(Cheers.) On the other hand, in pursuance of the 
same principle — for what is sauce for the goose is 
Sauce for the gander — I do not propose to ask the 
Committee to modify this year any of the tern- 

g orary reliefs from income tax or super tax which 
ave been granted from time to time as the result 
of the Wmr, I hope, whether rij^ht or wrong, that 
the proposals which I make with regard to the 
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, > income tax are consistent proposals to be treated 

I as a whole. I hope the Committee will treat them 

as such, and I think they may be encouraged by 
f the thought that Lord Colwyn, the chairman of the 

I- Royal Commission, hopes that the Commission 
[ will be able to report in time to enable effect to 

f;, be given if the House so wills to their recom- 

I mendations by the Budget of next year. 

t I am now able to summarise the result. In 

I a full year I should obtain, by the changes in 
taxation, £108,950,000, derived as to £60,000,000 
^ from inland revenue and as to £48,950,000 from 
P Customs and Excise, thus almost exactly meeting 
the deficit of £114,000,000 which I calculated 
^ we shall have to face in a future normal year, 

I In this calculation I took no credit for the 

normal growth of the yield in revenue. On the 
other hand, I allowed very little for the normal 
I growth of expenditure. I set one against the other, 
i But it must be remembered that social and 
industrial changes now in progress, if by lessening 
the return on capital, they restrict the accumula- 
; tion of wealth, may eat into the yield of the 
direct taxes, and especially of the super tax 
and the death duties. Again, the £50,000,000 
of the £114,000,000 which is attributable to 
*( the continuation of the excess profits duty is 
j avowedly intended only to be temporary, and 
I must be replaced from some other source unless 
1 in the meantime we find relief from our burden 
1 in other ways. In the current year I estimate an 
i additional revenue of £41,450,000 net. 

Ihe final balance-sheet for 1919-20 will thus 
be: Esqjenditure, £1,434,910,000; revenue, 
£1,201,100,000; deficit to be borrowed, 
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£233,810,000. On this basis the gross debt 
on the 31st of March, 1920, will be increased 
from £7,435,000,000 to £7,669,000,000, or, if 
we take the round figure of £250,000,000 as the 
new borrowing to allow for a margin of error, 
£7,685,000,000, still substantially less than the 
figure of £7,980,000,000 which we thought last 
year might be the total on the 31st of March now 
past. Against these future liabilities we shall 
hold special assets in the shape of loans to our 
Allies, £1,668,450,000; loans to our Dominions, 
£196,890,000; a further contribution from India 
of £30,500,000, making together a total of 
£1,895,840,000. Or, if I follow the calculation 
of my right hon. friend of last year, who reckoned 
the Allied debt to us at half of its amount, loans 
to Allies, £834,225,000; loans to Dominions, 
£196,890,000; Indian contribution, £30,500,000, 
giving a total of £1,061,615,000. There will 
be — I cannot forget them (cheers) — in addition, 
the German indemnities (cheers), and so much 
of the remaining assets acquired out of vote 
of credit and arrears of existing excess profits 
duties still outstanding on the ist of Apru next 
as is not req^uired to meet the abnormal ex- 
penditure of that year caused by the overlapping 
of war conditions. The estimated balance of the 
vote of credit assets, as I have already stated, is 
£350,000,000, and the arrears of the existing 
excess profits duty £100,000,000. 

I have now completed — and I thank the House 
for the patience with which they have heard me 
— (cheers) my immediate task. I have en- 
deavoured to give the House as clear a picture 
as is yet possible both of our present position 
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and of our future prospects. I have had to urge 
Upon the House, as I may have to urge again 
JMid again, the necessity for severe economy in 
national and individual expenditure. I have no 
hope ot any reduction in expenditure unless we 
m this House show an example. (Cheers.) 
1 have had at the same time to impose further 
toge burdens upon the community. I cannot 
hope that in the discharge of either part of my 
task I shall earn popularity. But in one point I 
hnd satisfaction. I am grateful that it has 
faUen to my lot to make the first proposal in 
this House for the statutory embodiment in 
our financial system of that policy of Imperial 
Preference with which my father’s name and 
fame will be for ever hnked. (Loud cheers.) 

It is anticipated that in 1919 spirits will yield 
£52 m., beer ;f 6 o m., tea m., sugar m., 
tobacco ;f46-8m., motor spirit ;^ 8 m., matches 
£2-4 m., entertainments m. 

From the Chancellor’s speech it will be seen 
that our present financial position is obscure, 
and the outlook uncertain. We are passing 
through the end of a great crisis which has 
necessitated an enormous emergency expendi- 
ture. We cannot forecast with any confidence 
our expenditure in the near future, the value of 
the salvage to be recovered in the process of 
clearing up after the War, or the times and 
founts of repayment of debts due to us from 
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other countries. The range of prices is another 
unknown factor. The heavy charge for naval 
and military pensions will gradually diminish, 
and much of the expenditure for reconstruction, 
like the land settlement and the provision of 
houses throughout the country, will be made once 
for all and will be productive of revenue. Our 
financial history for some years to come will be 
of absorbing interest and importance, and win 
deserve all the consideration which every one 
of us should give to it. No attempt is made here 
to enlarge upon the figures or the methods of 
our War Finance, or to touch upon currency, 
public credit and other difficult problems which 
the student cannot understand without special 
preparation. The near future is sure to see an 
abundance of financial literatxire of all kinds. 
A note is added on page 164 for the assistance 
of those who desire to pursue their studies 
further and to keep abreast of the subject. 
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I Rbvenub and Expenditure, 1907-18. 

B. Revenue (Principal Heads), 1907-18. 

C. —Expenditure (Principal Heads), 1907-18 

{ D.— National Debt, 1906-18, 

I Principal Changes in Tariff, 1913 and 1918 

j * Compared. 

F. Taxes B^bducbd or Increased since 1907. 

d — — 

NOTE TO APPENDIX 

I N using the figures in these tables allowance 
should be made for the growth of population 
and the rise of prices. On the 30th of June, 
1907, the estimated population of the United 
Kingdom was about 433 ' It increased about 
I per cent, per annum till 1911, when the rate 
of increase fell to about ^ per cent. , and since 
the War has remained at about a total of 48 m. 
The range of prices is measmred by an Index 
Number. Taking that of the Economist, based 
upon forty-five principal commodities, and 
starting with an average of loo for the five 
years 1901-1905, we have the following table : 
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End of Jtaly, 1914 

„ December, 191:4 

,, M ms 

„ „ 1916 

M mtj 

„ August, 191S 
„ November, 1918 


05*5 

127*3 

165*1 

223 

263*2 

284*8 (Mghestwar 
point reached)* 
282*6 (alter the 
Armistice) » 
290*9 


.. July. 1919 *. 290*9 

It may be noted tliat the tariff rates mentioned 
are tlic principal or governing rates. Beer, for 
example, pays a liighcr rate for each degree of 
gravity over 1055. Sugar is charged according 
to its quality as measured by the polariscope, 
and sugar of less than 98 degrees is taxed at a 
lower rate, but the great bulk of sugar imported 
is of 98 degrees or more. The minor changes 
in molasses, glucose, and saccharin which follow 
sugar are not specially mentioned. Tobacco is 
the unmanufactured leaf containing not less than 
10 per cent, of moisture. The rates on cigars, 
cigarettes, snuff, tobacco with less than the 
standard amount of moisture, stripped leaf, etc., 
are not given here. Details will bo found in 
sucli works of reference as Whitaker’ s Alwariack, 
or more completely in the Annual Reports of the 
Commissioners of Customs and Excise and of the 
Commissioners of Inland Revenue. A summary 
of the tariff is included in the annual Statistical 
Abstract. 









APPENDIX A. 

AMOUNT OF THE IMPERIAL REVENUE AND 
EXPENDITURE OF THE UNITED KINGDOM, 
AND THE SURPLUS OR DEFICIENCY OF IN- 
COME, IN EACH OF THE YEARS BEGINNING 
1st APRIL, 1907 to 1918. 




APPEN 


AMOUMT OF THE IMPERIAL REVENUE (EXCHEQUER 
PRINCIPAL HEALS THEREOF, IN EACH OF 

(OOO'^S OMITXBD.) 



1907 

1908 

1909 

1910 


£ 

£ 

£ 

£ 

Ciiitoms 

32,490 

29,200 

30.348 

33.^0 

Blxcise 

35 > 7 ao 

33.650 

3^.032 

40,020 

Estate, etc., Duties . . 

19,070 

18,370 

2X,766 


Stamps (exclusive of Fee and 

7.970 

7,770 

8,079 

9,704 

Bxtent Stamps). 





land Tax 

730 

730 

150 

1,220 

Houge Duty . , 

X,96o 

1,900 

560 

3,080 

Prop^irty and Income Tax 
(including Super Tax from 

32.380 

33.930 


61,946 






Excciss Profits Duty . . 



— 

— 

Land Value Duties . * 




520 . 

Total 

130,380 


105,230 

175,162 

Postal Service . . . . ' 

17,880 

17,770 

18,220 

19,220 

Telegraph Service 

} 4.420 

/ 3.020 

3.090 

3 .X 75 

Telephone Service . . 

\ h$to 

1,720 

i» 955 - 

Crown Lands (Net Receipts) 
Receipts from Suez Canal 
Shares and Sundry Loans. 

520 

530 

480 

500 

1,189 


1,268 

1,234 

Miscellaneous; 





Fee and Patent Stamps . , 

*,024 

X,023 

X.037 

1,070 

Receipts by CSvil Depart- 

1,184 

1,003 

650 

1.534 

ments, etc. 





Total Mis(»llaneous « . 

2,208 

i 2,026 

. %.687 

' 2,604 

ToxAn Revenue 


' 151.578 

1 131.696 

► 203,850 


♦ The rat© in th© £ was as foEows ; 

1907 and 1908. X9<^9 to 1913 , 
Nominal rat© • * . . t$, %$, %d^ 

Eat© on Earned Income . . 9d. 9^* 

Rate of Super Tax . . — 6d!. 

I TEe rates for 19^4 wr© doubled for the last four montbs of 
a Tb© rates of Income Tax for X915 were increased by 40 per 
of Super Tax extended to 64. 

X5« 










APPEN 

AMOUNT OF THB IMPERIAL EXPENDITURE (EX 
THE PRINCIPAL HEADS THEREOF, IN EACH 

fWi OMSTT*t>.) 


igog 


I .---CONSOLlDiWtED PtJND 

Services: 

National Debt Services: 

Inside the Permanent or 
Fi%ed Annual Charge: 
Intertut of Funded Debt 
Terminable Annuities . . 
Interest of Unfunded 
DeM. 

Management ol the 
Debt. 

New Sinking Fund 

Total 

Outside the Permanent or 
Fixed Annual Charge. 

Total National Debt Services 
Dwelopment Fund . * 

Road Improvement Fund^^ 


aS,0oo 


ll^ymenti to Local Taxation 
Accounti, etc. 

Consolidated Fund 


Other 
Swvices: 
avil List 

Ammlti^ and PensionB 
Salaries and Mowamm 
Ck>nits of Justice 


Micellaneout Service , • 

Total 

Total CoiuiDlidated Fund 
^rvi<^ (mfrkd /or- 
ward) . . 


DIX C 


CHEQUER ISSUES) OF THE UNITEI) KINGDOM, UNDER 
OF THE YEARS BEGINNING 1 si APRIL, 1907 xo 1918. 



and E8tal>lislimen.t licences in England and Wales was trans.- 


1914 to 1918. 
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APPENDIX C 


AMOmt OF THE IMPERIAL EXPENDITURE (EX 
THE PRINCIPAL HEADS THEREOF, IN EACH OF 
omtmn,) 


Total 0>nioUdated 
Wnnd Strviees «—• 
Bfmght fmmmd, 

II* 

Svnhr Smn.ncmi 
Army 

Misdatry of Munitions 
Nav-y 
Air Forco 
Ovil Sarvioes: 

I, Public Works 
and Bulldinp 
II, SalariwaadEx- 
mmm of Oivil 


penio« of Ovii 
Depart menti, 

III, Law and Justice 

IV. Education* 

Science and 
Art. 

V. Fotdign and 
Coloidid Bet- 
iricei* 

( Non - elective 
and Obarit- 
able Servicei 
Mlioellsuaeous 
VII. ad Age Pen- 


Mona, Labour 
Exobanges, 
Xn$urm<^*etc. 
Otto Serdci»4 














pnocT «% 

»«« M M H 


I© H> «n <^ ( 

m\o ^ 

«*^S M T O 1 


m <n 4-0* «C ^ ^ fi> H* 


iKtKfi.S.R'g ?'§ s 

H ef 4*4 


!2 X ^ <n «> tr, ^ 

d* «» « <4 iH MS o* t4 ^\o M*' 

Wt MW MCO««(rt 


in « 'T T *1 H V ^ ^ ^ 5 « 
M ’'t*444 4^^<nr4fn«n«4f4 


in t>' ^ao in o <n« ^m 

^-s 3:o s-sl’’^^ 

MW M f%^ IV- 4 o 4 o 4 «% o- 
#n»ntnfn«ntn4<ntn« ^ It tl 













APPENDIX E. 

COMPARISON OF PRINCIPAL CHANGES IN CUSTOMS 
AND EXCISE DUTIES. 1913 AND 1919 . 


Beer, liome-made, per 36 
gallons of specific gravity 
of 1055. 

Cinematograph films, im- 
ported, per foot of length : 

Blank . . 

Positives 

Negatives 

Clocks, watches, and parts 
thereof, imported. 

Cocoa, per c'\^. 

Coffee, roasted, per lb. . . 

Dried fruit (other than 
currants], per cwt. 

Matches, tor every 10,000 
(2d. extra on imported 
matches). 

Mechanical lighters: 

Requiring the use of 
spirits. 

Other sorts . . 

Motor-cars, motor-cycles, 
and parts thereof, im- 
ported. 

Motor spirit, the gallon . . 

Musical instruments im- 
ported 

•Smrits^ imported, per 

lihott. 

Home-made . . 

Sugar exceeding 98 degrees 
of polarisation, per cwt. 

Tea^ per lb. 

Tobacco, per lb 

Entertainments . . 


♦ Additional rates are 
diarged on spirits im- 
ported in bottle, imma- 
ture spirits, and per- 
fumed spirits. 


1913- 

i s. d. 


1919- 
i s. d. 


0 

7 

9 

. . 2 10 0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

001 

0 

0 

0 

005 

0 

0 

0 

One-third 




of value. 

0 

9 

4 

220 

0 

0 


006 

0 

7 

0 . 

yo 

0 

M 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

M 

0 

0 

0 

0 

.. 006 

0 

0 

0 

. . One-third 




of value. 

0 

0 

3 

. , 006 

0 

0 

0 

. . One-third 




of value. 

0 

15 

I 

. . 2 10 4 

0 

14 

9 

. . I 10 0 

0 

I 

10 

158 

0 

0 

5 

. . 010 

0 

3 

8 

082 

0 

0 

0 

. . From Jd. u 


to 25. accord- 
ing to price 
of admission. 
After 155. 
6d. extra for 
every 55. or 
part thereof. 
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APPENDIX F 


PRINCIPAL CHANGES IN TAXATION SINCE 1907 

{ooo*S OMITTED.) 


Lcss+or 

GaiU’^i^ 
RBmnm 
in a Full 
Ymr.^ 


¥$ar 
beginning 
tsi April 


1908 Sugar duty reduced from 4s, ad. to 

IS. lod. th© cwt., with corresponding 

reductions In glucose, etc 

Establishment licenses transferred to 
local authorities in England and 

Wales 

Stamp duty on certain marine insur- 
ances reduced from 3d. to id, per cent, 

1909 New relief of tax on £10 for each child 

under 16 on incomes from £x6o to 

A^itional relief under Schedule A In- 
come tax lands and houses . . 

Spirit duty increased from 11s, to 
X4S. 9d. per gallon on British and 
from ixi. 4d, to 131. xd. on foreign 
8]^rits (estimate for the year) 
Tobacco duty increased from 31. to 
3$, 8d, per lb,, with increases on 
cigars, manufactured and home- 
grown tobacco. • 

Motor spirit duty of 3d. per gallon 
imposed . . 


* Changes of taxation propoied in the Budpt' speech do 
not become effective until a later date. In some ^amm the 
estimate is given for the year in which the chanp took place; 
in others the Budget estimate for a complete ymr. uniMi 
otherwise stated, the figure in this column is for a normal 
year as computed at the end of the year of change. 

x5o 


APPENDIX F 


i6i 


Year 

beginning 
1st April, 


Loss+ or 
Gain ~ to 
Revenue 
in a Full 
Year. 


Liquor licenses increased (estimate for 

i 


the year) 

Motor-car licenses increased (estimate 

-1-2,600 


for the year) 

-h26o 


Death duties increased . . 

Stamp duty increased on conveyances, 
leases, bearer securities, and con- 

+ 7.180 


tract notes 

+ 1,290 


Income tax increased from is. to is. 2d. 
Super tax imposed on incomes over 
15 , 000 — 6 d. in the £ on excess over 

+ 4,640 


£3,000 

Abolition of abatements, etc., on in- 
come tax for non-residents in the 

+ 2,500 

1 


United Kingdom 

Land value duties imposed (estimate 

i + 220 


for the year) . . 

+ 600 

1910 

No change. 


1911, 

,, 


1912 



1913 

, , 


1914 

Relief from estate duty in respect of 



quick succession 

Income tax relief for each child in- 

-'I56 


creased from tax on £10 to tax on £20 
Additional relief for repairs, etc., of 

- 220 


small houses . . 

Additional ^relief on incomes from ;£i6o 

-35 


to ;£50 o 

Publicans' licences reduced for short- 

--150 


ened hours (estimate for the year) , . 

-550 


Death duties increased . , 

Income tax increased from is. 2d. to 

+ 5.4Q® 


IS. 3d 

+ 2,825 


Modified relief of earned income 
Enlarged liability of income from in- 

+ 490 


vestment abroad 

Super tax extended to incomes of 

+ 1,000 


£3,000, and rates increased . . 

+ 5,^00 


It 
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Loss^ or 
Gambia 
Revmm 
in a Full 
Y$ar. 


Ymr 
heginnini 
ist Aprii 


After 

tleclara« 

tion 


Suf>er tax rates doubted (estimate for 
tlie year) . . . . * • * * 

Puhlicaus' licences reduced for sliort™ 
eiwjd hoursi (ostiraate for tlie yfir) . . 
Income tax relief for each child in- 
creased from tax on £20 to tax on 
£z$ (estimate for the year) * * 

Naval and military pay relieved of war 


Dried fruits (except currants); duty 
raised from 7$. to los. bd. |»r cwL. . 
Tobacco duties increased by one-half . * 
Motor spirit duty doubted (estimate 

for the year) • * | 

Patent medicine duty doubted* . ^ : 

Motor-cars, motor-cyclw, etc,, im- 
ported: Customs duty of J of value* * 
Musical instruments im|>orted: Cus- 
toms duty of i of value . * • * 

ClocI®, watches., etc,, imported: Cus- 
toms duty of i of value . * * . 

Oinematagraph ilms importwi: Cus- 
toms duty imposed 

I Income tax increased by 40 per cent, * * 
Exemption limit lowered from pm to 
/1 30 and abatements reduced * . 
Increased UaWlity under Scliwlulo B 
(farmers' proits) * • * » * * 
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Year 

beginning 
1 st April, 


Loss+ or 
Gain -to 
Revenue 
in a Full 
Year.^ 


Super tax increased on incomes over 
^8,000 .. 

Excess profit duty: 50 per cent, of 
excess over pre-war profits . . 

Income tax increased to 5s. and scale 

altered 

Sugar duty increased by Jd, per lb. . , 
Cocoa, cofiee, and chicory duties in- 
creased to 2s, per cwt 

Matches taxed 3s. 4d. for every 10,000 
Table-waters taxed 

Excess profits duty increased to 60 per 
cent. 

Entertainment tax imposed 
Motor-spirit licence duty increased . . 
Tobacco duty increased by is. lod. 

per lb • • 

Entertainments duty increased 
Excess profits duty raised from 60 to 
80 per cent. . . . . • * : • 

Reduction of liquor licence duty in 
special cases . . 

Post Office rates increased 

Cheque stamp duty raised from id. to 

2d. ' 

Income tax increased from 5S« to os. . . 
(Children allowance extended to wife, 
and limit of income for allowance 
raised to ;i8oo.) 

Super tax increased 

Spirit duty raised from 14s. qd. to 30s. a 

gallon * • • • 

Beer duty raised from 25s. to 50s. a 

Tobacco (unstripped and unmanufac- 
tured) duty increased from 6s. to 

8s. 2d. . . . . * • ", nr " 

Matches duty increased by one-half . . 
Sugar duty raised from 14s. to 258.^00. 
per cwt. 


+ 2,685 

+ 30,000 

+ 43.500 
+ 7,000 

+ 2,000 
+ 2,000 
+ 2,000 

4- 11,000 
+ 5.000 
+ 80Q 

+ 6,000 
+ 100 

+ 20,000 

-900 
+ 4,000 

+ 1,000 
+ 41,400 


+ 5.300 
+ 11,150 
+ 15,700 


+ 8,000 
+ 600 

+ 13,200 


< — — 

♦ The figures on this page are Budget estimates only. 



NOTE ON FURTHER READING 

Everyone should read Adam Smith’s Wealth ojf 
Nations, which is one of the great books of the 
world, and an excellent foundation for the study 
of finance. Professor Marshall’s Economics of 
Industry and Professor J. S. Nicholson’s Elements 
of Economics (for advanced students their Prin- 
ciples) will give a good grasp of economic reason- 
ing. The only considerable British work on the 
general principles of finance is the Public I'inanee 
of Professor Bastable. I have attempted in my 
Financial System of the United Kingdom to 
explain the mechanism and formal procedure of 
British finance, and in National Economy to outline 
the art of financial administration. Lieut.-Com- 
mander Hilton Young, M.P., describes Our Finan- 
cial System in a popular form. Our Money and 
the State and other writings by Mr. Hartley Withers 
will be found useful. 

For the technical side of statistics and for their 
practical handling the works of Dr. Bowley and 
Sir R. Giffen may be referred to. For local taxa- 
tion and finance Professor S. J. Chapman’s Local 
Government and State Aid. 

IS4 ■ 


NOTE ON FURTHER READING 165 

If it is desired to make a special study of a 
particular portion of the subject of finance, such 
as Customs, Death-Duties, Excise, Income-Tax, 
Debt, etc., the reader, will find under the appro- 
priate articles in such works of reference as the 
EncyclofcBdia Britannica or Palgrave’s Dictionary 
of Political Economy a list of the principal authori- 
ties, and as each authority refers to a greg.t many 
others the line of inquiry may be easily followed. 
Mention may, however, be made of Dowell’s 
History of Taxes and T axation, axid of the historical 
accounts of British Budgets in Sir B. Mallet's 
volume of that name, in Sir S. Northcote’s Twenty 
Years of Financial Policy, and Lord Buxton’s 
Finance and Politics. There is nothing like a 
study of the actual budgets to bring us to grips 
with the realities of finance. 

The Introduction to the Study of Finance by an 
American Professor, C. C. Plehn, can be recom- 
mended to beginners. Many foreign works, like 
those of Adolph Wagner, P. Leroy Beaulieu, and 
N. C. Pierson, and the writings of American 
authorities like Professor E. R. A. Seligman and 
H. C. Adams, are of great value. But by the 
time the reader is able to make use of works of 
this kind he will have passed beyond the stage 
for which this primer is designed. 
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